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ceedings in what is shortly known as the Royal 
Mail Case,” being the prosecution of Lord 
Kylsant, the Chairman of that company, and 
Mr. Harold John Morland, the Auditor. This 
matter in all its implications is of such vital 
interest to the profession that we need make no 
apology for utilising to the full the facilities 
which this Journal affords of placing the full 
facts before our readers. 


In the report of the meeting of the Council of 
the Society of Incorporated Accountants and 
Auditors, held on July 16th last, it will be 
noticed that Mr. Arthur E. Woodington re- 
signed the Chairmanship of the Examination 
and Membership Committee of the Council, 
which he has filled for the past eleven years. 
Mr. Woodington also held the office of President 
of the Society for the period 1916-1919 and was 
for a considerable period one of the Final 
Examiners in accountancy subjects. He has 
rendered many valuable services to his fellow 
members during the long period of his member- 
ship of the Society. At the same meeting of 


the the Council, Mr. Thomas Keens gave an in- 


Widows’, and 
RR 
of Incorporated Accountants and Auditors :— 


Professional Notes. 


Ir will be observed that many of the usual 


features are missing from this issue of the 
Incorporated Accountants’ Journal. The reason 
8 not far to seek and will be found in the special 


and lengthy report covering several days’ pro- 


teresting account of his recent visit to the 
United States and Canada and of his reception 
by leading members of the profession in both 
those countries, to whom the cordial thanks of 
the Council was directed to be sent. 


The Report of the Committee on Finance and 
Industry, of which Lord MacMillan was Chairman, 
was published by authority on July 18th. The 
Committee was appointed by Treasury Minute of 
November 5th, 1929, to inquire into banking, 
finance and credit, paying regard to the factors 
both internal and international which govern 
their operation, and to make recommendations 
calculated to enable these agencies to promote 
the development of trade and commerce and the 
employment of labour.” 


The Report covers over 280 pages without the 
Appendices. It is signed by all the members of 
the Committee, except Lord Bradbury, whose 
memorandum of dissent is separately given. The 
Committee examined 57 witnesses, several of 
whom attended on more than one occasion, 
They also received many written communica- 
tions from individuals and from institutions and 
bodies interested in the various aspects of their 
inquiry. Through the good offices of the Bank 
of England, the Bankers’ Clearing House, 


and others, the Committee had placed at their 
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disposal a large amount of statistical material 
hitherto unpublished and inaccessible. 

On the recent working of the Gold Standard 
the Committee say: Unfortunately, the antici- 
pations of those who were responsible for our 
return to the gold standard in 1925 have to a 
large extent not been fulfilled. Whether these 
anticipations were justified at the time, and what 
other course was practically possible, are ques- 
tions on which we do not all agree, but which it 
would be unfruitful now to discuss. The six 
years since that act of policy have proved 
to be of very abnormal character, and the 
sacrifices which a return to gold at the old 
parity involved have not been compensated 
by the advantages of international price stability 
which were anticipated. The accomplished 
fact of the restoration of our currency 
to the pre- war gold parity and its maintenance 
there for a period of six years creates, 
however, an entirely new situation, and it by 
no means follows, even if the view be held, as it 
is by some of us, that a mistake was made in 
1925, that the consequences can be repaired by 
a reversal of policy in 1931.” 


The Committee also discuss in detail the 
consequences of the fall in prices of the severe 
dimensions recently experienced, and they ob- 
serve that when prices fall, the first person upon 
whom the impact falls is the business man (unless 
the fall is due to an increase in efficiency). 
Nothing occurs automatically to change his costs 
of production save in a minority of cases, where 
wages are regulated by changes in the cost of 
living, or by sliding scales based on selling prices, 
and even here, whatever reduction takes place 
necessarily lags behind the fall of prices in articles 
of international trade. The result is, in the first 
instance, a narrowing of the margin between 
prices and costs, that is to say, a diminution of 
profit. The burden of reducing costs is thrown on 
business men to effect as best they can. 


After considering how costs can be diminished, 
the Committee say that although a severe fall in 
prices, if permanent, in itself necessitates a reduc- 
tion of costs if business is to continue on a profit- 
able basis, the process of effecting adjustment 
involves great friction. That it has not been made 
in this country we show elsewhere. The result is 
that business, being unprofitable, is depressed, 
output is reduced, and unemployment results. 
We think that the recent increase in unemploy- 
ment in every part of the world, accompanied by 


a decline in production, can in the main be 
attributed to the fall in the level of prices, un- 
accompanied by a proportionate reduction of 
money costs, however brought about. 


Lord Bradbury, in his Memorandum of Dissent, 
says: “I regret to find myself in disagreement 
with most of the conclusions formulated in 
this Report. Leaving out of account for the 
moment the effects of the recent heavy fall of 
world prices, I think the main causes of the 
economic troubles of Great Britain since the War 
have been (i) the burden of unproductive debt ; 
(ii) over lavish expenditure by the State and local 
authorities ; (iii) excessive cost of transport and 
distribution, and of the products of sheltered and 
protected industries ; and (iv) the attempt by all 
classes to maintain a standard of living higher 
than is justified by the facts of the economic 
situation.” 


The Report of the Committee should be studied 
in detail by Incorporated Accountants, whose 
information on the matters dealt with ought to be 
more accurate than that of their fellow citizens. 
As the Committee point out in their introductory 
observations, “every citizen is dimly aware 
that in some way his daily business is affected by 
the operations of the monetary system, but he is 
quite unable to appreciate how it is so affected. 
It is no exaggeration to say that to the vast 
majority even of intelligent people, the principles 
of finance and the theory of money are a closed 
book. 


Last month the Select Committee on Expiring 
Laws issued their report. One of the recommenda- 
tions is that the Courts (Emergency Powers) Act, 
1914, in so far as it relates to orders made before 
August 81st, 1922, should be made permanent. 
The effect of this Act is to empower the Courts to 
make orders deferring the recovery of debts in 
cases where the default in payment is attributable 
to the War. Amongst the Acts which the Com- 
mittee recommend should not be continued for 
longer than another year is the Increase of Rent 
and Mortgage Interest (Restriction) Act, 1920. 
This Act has far-reaching effects, and the action 
of the Government with regard to the recom- 
mendations of the Committee will accordingly be 
awaited with much interest. 


An Inter-departmental Committee has also 
reported upon the working of the Rent Restric 
tion Acts. The majority Report, which is signed 
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by fourteen of the fifteen members of the Com- 
mittee, recommends the decontrol of Class A 
houses, i. e., houses of the rateable value in April 
last of £45 and over in the Metropolitan Police 
District, and £35 and over in the rest of England 
and Wales. Houses of a rateable value of over 
£20, but less than £45 in the Metropolitan district 
and over £18 but less than £85 in the rest of 
England and Wales, designated Class B houses, 
should, in the opinion of the Committee, continue 
to be subject to the gradual process of decontrol 
established by the 1923 Act. Class C houses 
(iz, houses of a lower rateable value than 
Class B) the Committee consider should cease 
to be subject to the decontrolling provisions of 
the 1928 Act; in other words there should be no 
further decontrol of such houses. 


The Royal Mail Steam Packet 
Company Case. 


MR. H. J. MORLAND ACQUITTED. 


The trial of Lord Kylsant, Chairman, and of 
Mr. H. J. Morland, F.C.A., formerly Auditor, of 
the Royal Mail Steam Packet Co., concluded 
at the Central Criminal Court on Thursday, 
July goth, after a hearing lasting nine days. 
The jury acquitted Mr. Morland on the two 
counts of the indictment relating to the company’s 
accounts and he was discharged, but Lord Kylsant 
was found guilty on the third count of the indict- 
ment, that of making and publishing a prospectus 
inviting subscriptions to a debenture issue, which 
was false in a material particular. Mr. Justice 
Wright passed sentence of twelve months’ 
imprisonment in the second division. Sir John 
Simon, on Lord Kylsant’s behalf, intimated an 
appeal. 


THE WIDOWS’, ORPHANS’ AND 
OLD AGE PENSIONS (CONTRIBU- 
TORY) ACT, 1931. 


[CowrarmurED.} 


Tae Contri Pensions Act recently passed 
might rightly be styled a measure to clarify certain 
Provisions of the 1929 Act. That Act gave pensions 
to widows of 55 and over of men who died before 


January 4th, 1926. The conditions to be fulfilled 
under the Act are that the husband was registered 
with an Approved Society or as a Deposit 
Contributor at some time within three years of his 
death or three years before attaining the age of 70, 
if he attained that age. Widows’ pensions are also 
payable if the husband’s occupation—at some time 
within the three years period—was such as would 
have been insurable had the Acts been in force 
at the relevant period. Broadly speaking, the 
examination of claims is regulated as follows. If the 
husband died after July 15th, 1912, the insurance 
test applies; if before that date—the date of the 
commencement of the National Health Insurance 
Act—the normal occupation test applies. But 
there are necessary exceptions, particularly where 
part of the three years period fell immediately before 
or immediately after July 15th, 1912, so that either 
or both of the provisions might apply. 


To understand the chief reason for the 1931 Act, 
it should be noted that if an insured person becomes 
incapable of work by illness, no loss of pension rights 
occurs. Periods of illness count the same as actual 
contributions paid, and the person concerned is 
kept in insurance while the period of incapacity 
lasts, the same as if at work. Moreover sickness 
benefit is paid, followed by disablement benefit, so 
long as proved incapacity is present in addition. 
Unemployment periods also count as contribution 
periods if proper steps are taken, but this applies 
only to employed contributors and not to voluntary. 
The intention of Parliament, as expressed in the 
debates on the 1929 Act, was that this rule of 
incapacity should apply equally to the normal 
occupation provisions, provided that the normal 
occupation of the person concerned before falling 
ill was one which the Acts made insurable when they 
came into force. But, in administration, difficulties 
arose in the application of this provision, with the 
result that some pensions were granted and some 
refused. Appeals were. made to referees, who in 
many cases decided that incapacity to follow an 
occupation throughout the three years period men- 
tioned in the Act, lost the right to call the former 
occupation normal even though the incapacity 
had prevented the following of an occupation which 
would have come within the ambit of insurability. 
A High Court decision was obtained to the effect 
that normal occupation (e. g., the former one) did 
not necessarily persist throughout the period of 
incapacity. This decision upset the pensions of 
many widows who were intended to benefit by the 
1929 Act. 


The 1931 Act defines clearly the meaning of 
normal occupation in connection with cases in 
this category. It plainly states that the normal 
occupation provisions shall be deemed to be fulfilled 
if at the commencement of the statutory three years 
period the husband was incapable of work by illness 
and his normal occupation immediately before he 
became incapacitated was employment which would . 
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have been insurable had the National Health 
Insurance Acts been in force at that time. The 
definition is also to apply in the case of genuine 
unemployment as well as incapacity through illness. 


Thus, the Act makes plain that the occupational 
title of a person is the one he had usually followed 
before being stricken down by illness. It is provided 
also that if the husband had followed more than 
one occupation, that one which became an insurable 
occupation is to apply for the purpose of the 
sub-section concerned. 

Examples. 

(a) Husband, a journeyman baker, became 
seriously ill in 1910. Never worked again, 
being paralysed for 15 years, and died in 1925. 
Widow over 55. 

(6) Husband, a general labourer, worked 
regularly until April, 1912, then became unem- 
ployed. Without securing employment was 
attacked by illness, becoming bedridden in 
August, 1912, and never recovered; died in 
1917. Widow over 55. 


The passing of time has also revealed that there 
are a number of widows of men who attained great 
age, and this very fact has precluded the grant of a 
pension to the widow. It is provided in the 1931 
Act that if a man attained the age of 70 before 
July 15th, 1912, and died on or after January 4th, 
1926, his widow shall be entitled to a pension if, 
within three years of attaining the age of 70, he 
was following an occupation which was made insurable 
by the advent of the Health Insurance Acts. The 
age limit under these Acts was originally 70, and 
many persons, although following an insurable 
occupation on July 15th, 1912, were precluded from 


Example. 

Husband, a bricklayer, died March 20th, 1927, 
at the age of 85; born February 3rd, 1842, 
thus attaining the age of 70 in February, 1912, 
but, although carrying on his occupation when 
the Act came into force on July 15th, 1912, 
could not be insured on account of the age 
limit. 


In cases such as these, however, if marriage took 
place after July 25th, 1929, no pension is payable 
unless at the date of death three years have elapsed 


It should be noted also that the 1931 Act is made 
retrospective to January 2nd, 1930, the commencing 
date of the 1929 Act, and awards can accordingly be 
given on claims made before the passing of the 1931 
Act, notwithstanding that the claims were rejected 

* before that date. 


and Auditors. 


COUNCIL MEETING. 

A meeting of the Council was held at Incorporated 
Accountants’ Hall on Thursday, July 16th, when there 
were present: Mr. Henry Morgan (President) in the 
chair; Mr. E. Cassleton Elliott (Vice-President), Mr. R. 
Wilson Bartlett, J.P. (Newport, Mon.), Mr. R. M. 
Branson (Leicester), Mr. Henry J. Burgess (London), 
Mr. W. Allison Davies, O. B. E. (Preston), Mr. F. Holliday 
(Leeds), Mr. Walter Holman (London), Mr. Thomas Keens 
(Luton), Mr. Ernest T. Kerr (Birmingham), Sir James 
Martin, J.P. (London), Mr. C. Hewetson Nelson, J.P. 
(Liverpool), Mr. James Paterson (Greenock), Mr. W. H. 
Payne (London), Mr. W. Paynter (London), Mr. A. E. 
Piggott (Manchester), Mr. G. S. Pitt (London), Mr. J. 
Stewart Seggie (Edinburgh), Mr. Percy Toothill (Sheffield), 
Mr. Frederic Walmsley, J.P. (Manchester), Mr. R. T. 
Warwick (London), Mr. E. W. C. Whittaker, J.P. (South- 
ampton), Mr. Richard A. Witty (London), Mr. A. E. 
Woodington (London), Mr. J. R. W. Alexander, M.A. 
LL.B. (Standing Counsel), Mr. E. E. Edwards, B.A., 
LL.B. (Parliamentary Secretary), and Mr. A. A. Garrett, 
M.A., B.Sc., F. C. I. S. (Secretary). 

A report was received of the resignation of Mr. A. E. 
Woodington from the chair of the Examination Commit- 
tee, and that the Committee had passed a resolution of 
thanks to Mr. Woodington for his services as Chairman 
during a period of eleven years. The Committee notified 
that they had appointed as Chairman Mr. E. Cassleton 
Elliott, and as Vice-Chairman Mr. Richard A. Witty. 

The President introduced to the Council Mr. Alexander 
Aiken, LL.D., F.S.A.A., a member and a Past-Chairman of 
the South African (Northern) Committee of the Society, 
Johannesburg, who was on a visit to England. Mr. Aiken 
shortly addressed the Council. 

Mr. Thomas Keens, who had recently visited Canada 
and the United States as a delegate to the Congress of 
the International Chamber of Commerce, made a report 
to the Council of the reception accorded to him by leading 
members of the profession in Canada and the United 
States. The Council adopted a resolution of thanks for 
the hospitality extended to Mr. Keens, which was ordered 
to be forwarded to those concerned. 

Mr. Walter Holman, F.S.A.A., was nominated as 
the representative of the Society on the Examinations 
Committee of the Royal Society of Arts. 

The Secretary reported the deaths of the following 
members: Mr. John Henry Cooper (Associate), Rickmans- 
worth ; Mr. William Frederick Corker (Fellow), Sheffield ; 
Mr. Mahadev Kashinath Dandeker (Fellow), Madras, 
India; Mr. William Dow (Fellow), Bridge of Allan; 
Mr. Walter Duval Goatly (Fellow), London ; Mr. Frank 
Helliwell (Associate), London; Mr. James Benjamin 
Lapish (Fellow), Leeds; Mr. Charles Leach (Fellow), 
Runcorn; Mr. James McClintock McIntosh (Fellow), 
Birmingham; Mr. Arthur Ernest Pacy (Associate), 
London; Mr. Henry Pell (Associate), Stockport; Mr. 
Thomas Sterling (Associate), Johannesburg ; Mr. Bernard 
Wadsworth (Associate), Chicago; Mr. Feather Ogden 
Whiteley (Fellow), Bradford; Mr. Bernard Welbourne 
(Associate), Winchester ; Mr. Alexander Cockburn Wood- 
head (Fellow), Otley ; and Mr. Arthur Thomas Robert 
Wright (Associate), London. 

The President expressed the regret of the Council at 
the death of Mr. F. Ogden Whiteley, O. B. E., who had been 
a member of the Council from 1920 to 1928, and who had 
rendered valuable services to the Society in that capacity. 


Society of Incorporated Accountants. 
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admission into insurance by being over age. 
since the date of the marriage or the widow had 
previously been entitled to a widow’s pension by a 
former marriage. 
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false in a material particular in that it concealed 
the. true of 


Sir Patrick H said that under the new Act 
where the Court was of the that a person might 
be prejudiced or embarrassed by reason of being tried for 


more than one offence, the Court might order a separate 
trial of any count or counts. In t case there were 
which in Counsel’s view made it essential that 
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2nd, notice was given to the defence of a further 
in relation to a different matter, a different year, a 
rent document and a different form of neg aguas 
to be presented against Lord Kylsant. was 
i whatever, so far as Counsel could see, in 
trying the first two counts tely from the last count. 
He quite appreciated that it might be by the 
prosecution that 2 — of t for the 
three counts to be together, because possibly 

of the matters in relation to the count against Lord 
first count would be necessary to be 
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would use every endeavour to keep the two matters 
distinct, but it would be difficult for a non-technical 
tribunal to do so. In the interests of fairness, he asked 
that the two charges which related to the same matters 
and in which both the defendants were concerned, should 
be tried first. The third count, he asked, should be tried 
subsequently with a separate jury. 

His Lordship pointed out that the third count related 
to the prospectus which Lord Kylsant was charged with 
publishing on June 29th, 1928. At present he could only 
deal with the matter as it appeared on the indictment. 

Sir Patrick Hastings said he was sure that the Attorney- 
General would use every endeavour to make sure that 
there was the distinction drawn between the 
charges, but it would an extremely difficult matter. 

The Judge said he was sure he would have the assistance 
of all the Counsel in that direction, and Sir Patrick 
Hastings remarked, “‘ With so many of us here, I am not 
sure that would be an assistance. The matter would 
become more involved.” 

Sir John Simon said that he desired to associate himself 
with the objection which had been taken by Sir Patrick 
Hastings. position was that either the trial must 
go on as at nt or else the first and second 
counts would be tried together, and the third subsequently. 
There was this difficulty : the accused were charged, not 
as a yy me but both were charged in the first two 
counts. Sup „ for the sake of argument, witnesses 
were called for defence of one. Those witnesses 


could be cross-examined for the Crown. It would not 
be fair for the Crown to assist itself by witnesses who were 
called for the defence in order to support the case on the 
third charge 


The Attorney-General said the defence had raised the 
point in the interests of fairness. He 2 
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there would be no difficulty at all. He had very 
considered the lines on which he could put the case, 
was confident that he could open the case before the j 
in such a way that no em f 4 
pated would arise. The facts were that the allegation 


and 1927 were that they were false. In regard to 


. | prospectus charge, no new evidence would be necessary at 


all. The prosecution relied simply and solely on the 
evidence that they had to show with regard to the first 
two counts as to the of the company. Mr 
Morland had nothing whatever to do with the facts relating 
to the pros He did not anticipate any difficulty 
at all, but Judge had power to intercede, either before 
the trial commenced or at any stage of the trial. If, when 
the ope: of the case had been concluded, and the Judge, 
knowing facts, might think that there was any em- 
barrassment, or danger of embarrassment, he rule. 
The Attorney-General added that he took the responsi- 
bility of stating that having considered the matter very 
carefully, he was quite nt that he could open the 
case in such a way that no embarrassment or risk of 
unfairness would be caused. 

His Lordship said that, in his judgment, the trial of the 
indictment should proceed as a whole, Under the present 
Act, the position was that charges might be shown in the 
same indictment if founded on the same facts. He could, 
at that stage, only deal with the matter on the face of the 
indictment and what he had heard from Counsel. It 
seemed clear to him on the face of the indictment that he 
was dealing with charges which were part of a series of 
offences of a same or similar character. In each case the 
charge was connected with the publication of a document 
said to be false in a material icular, namely, as con- 
cealing from the different parties in question the true 
position of the company. He thought there was no 
danger at all, so far as he could see at the moment, of any 
prejudice being sustained by either of the two defendants 
if the matter was dealt with as a whole. Any other course 
would to his mind involve almost impossible complications. 
The jury were quite capable of keeping those separate 
matters clear in their minds, and seeing what appertained 
to one count and what appertained to another, and dis- 
tinguishing between the cases. If it should a r at an 
time there was any unfairness or risk of prejudice, he 
had power to make such order as appeared to be just. So 
far as he could see at present he would say that the case 
should proceed as a whole both defendants. In 
the first two counts both defendants were jointly 
charged, and in the third Lord Kylsant was charged alone. 
Of course, in each one of the first two counts there must be 

uestions relating peculiarly to each of the two defendants. 
So far as the first two counts were concerned, it seemed to 
him that the position of each defendant must be con- 
sidered separately. 

The jury, which consisted of ten men and two women, 
were then sworn. 

One member of the jury intimated that he was a 
Chartered Accountant, and the Judge asked him if he 
desired to be excused. He replied that he had no objec- 
tion to serving, and was accordingly sworn. 


Tue ATTORNEY-GENERAL’S OPENING. 


The Attorney-General then opened the case for the 
jury, remarking that they had just heard the charge with 
which the two defendants were accused. It was an offence 
under a section of one of our Acts of Parliament for any 
person who was a director of a company to publish a 
written statement or account which he knew to be false in 
any material particular with intent to deceive share- 
holders. If the particular was false, the director must 
know it to be false, and there must be an intent to deceive 
shareholders. Lord Kylsant was charged that on 
May Iith, 1927, and on May 9th, 1928, he pu 


| 


accounts in respect of the years 1926 and 1927 of the 
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422 (ile: alee 
= persons to entrust or = property to N Crown, was as anxious as Counsel for the defence to see 
said mag ny that fairness was observed. His submission was t 

— r 

the prosecution in connection with the accounts of 1926 | 
the 
unts 
were 
hich 
lating 
given In re i0n count, © was sure 
the Judge would be the first to say that the mere saving 
of time would not be a reason for permitting the indict- 
ment to be taken as a whole if there was really em- 
barrassment in the view of the defence, and justifiably 
so in the opinion of the Judge. It was most important 
that the three counts should not be tried together. His 
Lordship was no doubt aware that there was a multitude 
of documents in the case, some of which were applicable 
to the first two counts, whilst some only related to the 
last count. The considerations on the first two counts 
might be entirely different, although some of the facts 
might be common to all three. It put the defence in a 
very serious position, in his view, if his client had to be 
tried on facts which were similar up to a point, and 
wholly different beyond that point, in connection with a 
further charge in which he was in no way concerned. 
He was sure that both the Treasury and his Lordship 
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eaten Steam Pocket Company, of which he was 0 
„Mr. Morland acted as 

those „ and he was 
Lord Kylsant. 


tor for that company 


rty to a company. 

breach of those words by reason 
on June 29th, 1928. ng Bes er have to remember 
t the case that Mr. Morland had nothing what- 
do with that charge. No charge was made against 
rland in respect of that at all. ore in opening 
the jury at that stage he p to leave that 
r, and address his observations to 
them just as though the only two charges were those in 
of the counts which dealt with the accounts of the 
company for the years 1926 and 1927. Mr. Morland in those 
charges was alleged to have aided and abetted Lord Kylsant. 
He desired to explain to the jury in a word what his 
position as Attorney-General, or indeed that of any prose- 
euting Counsel, was in a criminal case. He was not present 
to endeavour to secure a conviction, or to try and ride 
round and escape from the rules of fairness or anything of 
that sort. His task was merely to t before the Court as 
best he could a plain un tale, without rhetoric 
and without emotion, in order that the jury might be 
assisted to come to a true conclusion as to whether the 
defendants were or were not guilty of the offences with 
were charged. Every man in this country, 
or poor man, peer or peasant, was bound by the 
same laws, bound to observe the same laws, and to be tried 
for breaches of the sume laws. Just as on the one hand 
they must show no preference to a man because of his 
wealth or his position, on the other hand no man merely 
of his prominent public position must be made the 
target for unfair or unworthy attacks. Lord Kylsant was 
a director of the Royal Mail Steam Packet Company. He 
had no doubt that directors of companies generally 
frequently found themselves in a difficulty with regard to 
the management of their companies and the publication 
of the accounts. It could be well understood that the 


ted to do what the directors wanted him to do. 
not merely a specialist in some mystic or mys- 
science of accountancy, and was not performing a 
bolic act when he gave his certificate which 
on a company’s accounts. In one case which 
before the Court some little time ago, an auditor was 


company’s affairs as shown by its books,“ he was 
something upon which the ordinary investor was 
entitled to rely, and was sta something which he must 
know would be a matter which the ordinary investor would 
take into consideration. 
The jury had to find in that case that a document was 
false in a material particular; that it was known to be 
false, and that there was an intention to deceive. The 
defendants were entitled to say that those facts must be 
me inst them beyond reasonable doubt, and 
the Crown, would be the first to say 


observation with regard to the word “ intent.” He asked 
the jury to have quite clear in their minds the difference 
between an intention which meant that a man knew what 
he was doing and deliberately did it, and motive,” which 
was a wholly different thing. Motive did not matter so 
long as the intention was present. Motive was sometimes 
used in those Courts as a factor to be considered in ascer- 
taining whether a person had considered a certain crime. 
—— was — a material factor to enable a 
udge to come to a usion as to what punishment, 
if any, should be inflicted. There might be the motive of 
personal enrichment, or that which sprang from a false 
pride in being reluctant to let the true position of a com- 
pany be known or to protect shareholders by putting for- 
ward what was untrue, or a desire to retain a distinguished 
personal position. Whatever the motive might be, it did 
not matter, so long as the jury found that there was an 
intention to deceive. 

That case, like all cases which came before that Court; 
must cause considerable anxiety. That anxiety was none 
the less because the two men who were being tried bore 
honourable and distinguished records, both in public and 
private life. Lord Kylsant had for many years enjoyed a 
distinguished public career. He had risen to be chairman 
of the Royal Mail Steam Packet Company and of its 
associated concerns. That company, with its associated 
concerns, owned or controlled a very large amount of 
British shipping. Mr. Morland had been for many years a 
partner in one of the foremost accountancy firms in the 
— of London, the firm of Messrs. Price, Waterhouse 

Co., whose name must be familiar to everybody who 
read the newspapers. Like Lord Kylsant, Mr. Morland 
had had a most distinguished career, and it was right that 
it should be emphatically stated that, prior to the allega- 
tion in that case, there had been no suspicion at all and no 
possible doubt cast upon the integrity and honesty of the 
two men who were now being tried. That was a factor, 
and a very relevant factor, for the jury to take into con- 
sideration when they were trying whether there was, or 
was not, any intention to deceive. 

There was another side to the picture. Great posses- 
sions carried with them great — — Cesar's 
wife should be above suspicion, it was quite obvious 
that we must look to those who had achieved great posi- 
tions in our public life, and the life of the City of London, 
to uphold untarnished its t records of fair and st t 

In that case were not dealing with in- 
experienced men, but with very eminent men. The 
defendants were very eminent City men. If the jury 
came to the conclusion that the accounts were known to be 
false, must, in his submission, also come to the con- 
clusion t the person who put forward the accounts 
which they knew to be false intended to deceive someone. 
Who could that somebody be but the shareholders? He 
thought they would be the more irresistibly driven to the 
conclusion if they also thought that very carefully prepared 
phrases were-made and used which would allay any sus- 
picion or uneasiness in the minds of the ordinary prudent 
investor and which would conceal from him true 
position phrases so carefully constructed as to enable the 
defendants to say that the words they used covered what 
they did. If the jury thought that care prepared 
phrases would prevent the ordinary man understanding 
what was being done, then from the fact that the phrases 
were constructed in the way he had indicated, in his sub- 
mission, forced them to come to the conclusion that there 
was an intention to deceive. 


Sir William Jowitt then dealt at some little length with 
the constitution of the Royal Mail Steam Packet Company. 
He stated that it went back into almost distant history. 
It was a company with a great history behind it, and was 
what was a chartered company. As most of the 
jury were aware, the majority of companies in existence at 
the present time were joint stock companies formed under 
the Joint Stock Companies Acts, The Royal Mail Steam 
Packet, however, went back to the time before those Acts 


were , and in those days companies were formed by 
Royal Charter. The Royal Mail Steam Packet Company 
its constitution comprised in a series of Royal 


= 
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4 
rr 
the same Act, it was further made an offence to publish a 
| written statement or account which was known to be false 
é with intent to induce people to lend or entrust money or 
. 
0 
ö i 
y 
{ 
; 
4 
; 
directors of a company would be reluctant, if things were 
going badly, to expose the nakedness of the land to the 
world and the fact that there were difficulties. One could 
well understand anyone being reluctant to = timid 
shareholders or to encourage competitors. tever the 4 
difficulties might be, the directors of a company were 
bound by the law. They were not entitled to publish a 9 
document which they knew to be false, with intent to 1 
deceive. “ q 
In the same way, the Attorney-General had no doubt 
that an auditor not infrequently found himself in a position 
of some difficulty. An auditor, as was well known, was | 
not a mere servant of the directors. He was not ; 
He w 
teriou i 
mere 
: appea 
came 
K well described as a watchdog to see that the shareholders’ 
. interests, the vested interests, are duly safeguarded and 
observed.” When an auditor signed accounts, and stated 
to the best of my information this balance sheet is 
properly drawn up so as to exhibit a true and correct view 
4 
| 
| 
} had ble doubt, the defendants 
1 ury any reasonable doubt, efendan i 
were entitled to the benefit. He desired to make one | ; 
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Charters, the first of which dated from 1839, and the last | shares, and there were a further 2, 900,0 
was in 1920. There were one or two passages in the earlier | preference shares. He was told by co 
ee ee ee ney side that they were really stock. The ‘ 
In the first charter of 1839 re was a reference to preference stock, assuming the dividends 
accounts, and as the later charters did not deal with them, | involved a yearly charge of £233,500. 1 

the ordinary shareholders at all, 
y £218,000 on the debentures and 
rence shares, or a total of 4451, 5 
ial times, there was a quantity of 
nting to £5,000,000. Of course, the 
ary stock, as the jury be py he | gr 
was fixed, and had a t eit 1 
them an idea how the matter we . 
a With ali such information as may to the directors seem that a 5 per 4 t 
Pp — r volved a paymen 
point up or do 2 
vidend on the o t 
N — om irectors = a 4 per cent. dividend £200,000. The 5 ¢ 
was also laid 1 desired dividend absorbed £250,000, and that was a 
the jury to remember were : “There was to be an account | which paid. On the assumption 
for every year, to be laid before the general mecting o received 5 per cent., it 
firstly of the debts and assets of the said co seen that for the service of the debentur¢ 
3 an account of the proſits made 3 
“I want ” proceeded 
bear in — 2 — assuming that the ordinary shareholders rec 
„power to issue debentures. The fourth e 
that the auditor need not be a shareholde — are 
in the original charter in that respect w were generally = 
ne tian) oa eta Re Bsa aries.” That was to say, wi 
right of access at times to the books a a SS Se 
vouchers of the company, and shall be e the shares, wal Mai 
foun the — . — the ee oe il. 
explanations as may be necessary for ave their own tures, 
the duties of an auditor.” Every repo separate entities, but in 
whether the auditors were of the opinion he only shareholder. The 
sheet referred to in the report was proper! Royal Mail Meat Transpo 
to exhibit a true and correct view of the state of the cx i capital of £1,000,000, 
et Company were the onl 
Nelson Steam Naviga 
H. & W. Nelson, Limit 
ally doing a brokerage 
‘ration. It would be necessary | busine d as managers of th 
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directors any moneys in § Meat Transpo 
might deem expedient, or employ mo like 400,000 
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ee eee oe he Royal Mail Steam P 
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and had some security. from ould know 
There were affairs r have the 
nen ! nowing, where was 
ord. Kyisant’s ration, so far as the 
Packet was concerned, was 
fe. It was settled in 1907. His re- 
e- half per cent. commission on the gross 
any, provided that the company paid 
cent. on its ordinary shares. 
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Dn the other hand, 4 
did pay 5 per cent. on its ordinary shares, 
‘entitled, under the agreement, to half per cent 
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which, as a matter of fact, were | 


and pecuniary interest in having a 
Ik a dividend of 5 per cent. was paid, he 
enti to one-half per cent. of ti gross takin 
ted in 1927—-when 5 percent. was paid—to 
In 1926, when the dividend was only 4 per cent., 
£3,000. 
Counsel knew, he had not found the actual 
t relating to Mr. Morland ; it did not matter 


fees 


difference. 

ttorney-General said that the accounts for 1926 
1927 contained items of about £2,100 for auditors’ 
He had, however, very little doubt that some part 
sum would relate to auditors’ fees paid in Jamaica 
elsewhere, and by no means all the amount went to 


: I would like to make it clear that 
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for the jury to be given copies of the 
ports to which counsel proposed to refer. 
2 — 
containing the annual reports of the Royal 
Packet Company for the years 1921 to 1927. 
Copies of these reports were handed to the 5 
Attorney-General invited their attention to 


View of accounts he was a novice, but they 
member that a com 


might be, and dispe 
of the shareholders. That reserve 


The important document was the and loss account. 
The balance sheet as a whole was laid before the general 
meeting and was a document required to be prepared 
under the charter showing the debts and assets of the 
company, as well as the profits made during the year. 
That soit and leas account showed “ balanos tor the veer, 
incl dividends on shares,” of £439,212, and there 
was transferred from the reserve fund a sum of £150,000, 
— — at The profit and loss account 
sho how that money was dealt with. The company 
paid interest to the debenture holders, who came first, as 
they were secured creditors, and that involved a payment 
of £218,000. Next there were further payments of 
£55,209, and then in order came the preference share- 
holders. Five per cent. was paid on the preference stock 
| and per cent. on the cumulative preference stock, 
abso £188,500. Out of the surplus from the £778,000 
it was proposed to pay 4 per cent. on the ordinary stock, 
or £200,000, and to earry forward the balance of 466,000. 

The Attorney-General invited the jury to ask themselves 
what any ordinary person would infer from that document. 
He see, in the first place, that there had been a 
transfer from reserve fund of £150,000, and that the com- 
pany were paying the debenture interest, the dividend on 
the preference stock, and 4 per cent. on the ordinary 
stock. An ordinary person might say that in the year 

t not be very easy, the Royal Mail 

pany had got on fairly well. True, it 

had gone on the reserve to the extent of £150,000, but that 
was not so bad in such times. 

Members of the jury,” said Sir William Jowitt, the 
facts were these : instead of a transfer from reserve, which 
is there stated as being £150,000, instead of that being the 
amount of the transfer from reserve, the amount trans- 
ferred from reserve or from items in no way relating to the 
year was £900,000. There was a loss, a trading for 


„the year, on the running of ships, of over half a million 


„ the amount being £540,206. After bringing in 


how they were accumulated, and when they could be 
He had referred to a paragraph of a charter which set out 
that the company could establish reserve funds, and use 
them for various It was not only the Ro 
pany or a chartered company 
which could establish reserves. Every well-ordered com- 
a eee ore establish reserves. 
to a gene reserve, a 
13 tion of dividends reserve, 


whatever. 
Packet Company, to which he had already referred, there 
were the reserve fund and an insurance fund. Those 
two disclosed reserves. If it was desired to utilise 
reserves, the directors were entitled to do so, but 
they made use of the disclosed reserves, they to 

it in the accounts. If directors took from 
reserve a sum of money to put into 
account, they must show it. The reserve 
Royal Mail Steam Packet 

£1,600,000. In December, 1926, it was £1,450, 
£150,000 had been utilised for the purposes of 
and loss account. So long as there was disclosure of 
was done, there was no difficulty at all. ‘There 
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eC se 
the gross takings, 
— on the earnings of c Oy: il Steam Packet 
Company, including the Meat Transport a. after i 
deduction for certain through rates, cost of forwarding, 
rebates thrown away, &c. The relevance of the matter 
was, and it was a factor which applied to Lord Kylsant 
alone, and not to Mr. Morland, that he had a very clear 
persona. 
é per ce 
became 
which 
£27,000 { 
he got 
80 fa . 
arrange q 
to that defendant whether the dividend paid was 5 | 
per cent. Tt made no diffesence to tho [ll \ 
3 received. 
atrick we ee 
rland received 400 guineas per annum. 
ttorney-General said that so far as Mr. Morland 
med, he understood that —— received 400 
guineas a year, and whether the di was large or 
erence to him at all. In one of the 
already read, it was set out that at 
there should be accounts . the 
e * — with particulars of the f 
ar. first document he would ask 
: detail, and on which he would make 
some observations, was the accounts for the year 1926 
Sir John Simon said he thought it would be impossible | pounds 
jury or anyone else to follow the case without | interest on investments, there was still a loss of £272,000. 
certain documents in front of them. At some | This document, which purports to be an account of the 
rofits made in the year, was in fact only rendered possible 
— there had been a transfer from reserves, not of 
£150,000, but a transfer from reserves of £900,000. Instead 
of that document showing, as any ordinary intelligent 
man would read it as showing, that there had been a 
balance for the year of £439,212, in fact there was a loss ' 
for the year of something in the neighbourhood of £300,000, 
because you get that balance for the year of £439,000 by 
bringing into the accounts £750,000 which in no way 
relates to the year at all.” 
report for the year 1926, saying he desired to give them | The Attorney-General went on to say that he thought it 
“a bird’s-eye view” of the document. There was, he rr ö 
added, the ral balance sheet, which was headed | understanding of what was meant by reserves. It was 
“Report of 23982 for the year 1026.“ The assets | necessary for them to understand what reserves were; 
of the company appeared on the right-hand side of the 
balance sheet, the total being £19,900,000. On the other 
side of the accounts were the liabilities. From the point 
had to | 
account to its shareholders. The balance sheet showed 
the authorised capital at £25,000,000, and the various 
stocks which had been issued. The balance sheet also 
showed a reserve fund which the company had built up 
and which in d rsed | reserve, or any reserve which was desired. In so far as 
it for the — those reserves were disclosed, then no difficulty arose 
n the balance sheet at £1,450,000, and there was 
n insurance fund of £1,300,000. With the issued capital 
of £8,800,000, there was a total of £11,550,000. The 
Profit and loss account showed a sum of £266,700. The 
account also set out that there were contingent liabilities 
1 4,000,000, which Counsel said was in con- 
nection the Trade Facilities Act, bills under discount 
and uncalled capital. The certificate set out, I report 
that all — — as auditor have been complied 
With, and have compared the foregoing balance sheet ; 
With the books of the company. In my opinion the : 
balance sheet is properly drawn up so as to exhibit a true 
and correct view of the state of the company’s affairs as 
shown by the books of the company.” . 
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general reserve, and the directors were entitled to use it 
when they liked. Even a contingency reserve, when the 
contingency had passed, could be used. 

Sir William Jowitt said that sometimes reserves were 
not disclosed at all, and it was here that the difficulty 
arose. It was necessary that they should see what that 
meant. When he said reserves were not disclosed, he 
meant that they were not disclosed to the shareholders. 
Of course, the reserves would stand in the books and would 
be known to anybody closely conce himself with the 
affairs of the company, such as the chief accountant, and, 
of course, the auditor. If they looked at the accounts of 


the Royal Mail Steam Packet Company for the year 1926 | paid 
they would see that the reserves, if they were secret, would 


be probably tucked away in the item called “ sundry 
balances.” Anyone asking for the make-up” of that 
of £2,842,000, and who had the details given to 
would see that in part at any rate it was composed 
of certain reserve funds. They would be disclosed to the 
auditors, but undisclosed in the sense that anyone reading 
the balance sheet, any outsider, could not tell whether 
there was or was not a reserve. It was undisclosed in 
that sense. 

I have no doubt that it is by no means uncommon 
for a company in a year to set aside out of its profits 
sums to what is a secret reserve—that is to say, 
without disclosing to the shareholders that it has been 
done. Perhaps the business theory lying behind it is not 
far to seek. Shareholders, like other people, suffer from 
the defects of human nature. It may be that shareholders 
are apt to be unduly ciated by what is a mere temporary 
success, and unduly cast down by what is a mere tem- 

rary depressio. 1. It may be policy, therefore, in their 
—— things out, to iron out the irregularities, 
and make, as one sometimes hears the phrase, the good 
years pay for the bad ones. A secret reserve may be 
constit*::ed, - 4 I do not doubt that a secret reserve is 
by no means infrequently brought into a profit and loss 


is to present an absolutely untrue view of the company’s 
rospects and the company’s business, and is not present- 

r 
law. ern w the line, it is 
terri t to Ww ex where are going to 
draw it. I think I would say this, it is always difficult 
to know exactly where a line is to be drawn, but not- 
8 you can very easily tell whether a case 
is on one side of the line or the other. The case which I 
present to you here is a case in which you are only con- 
cerned directly with the two 1926 and 1927. What 
the prosecution say is this, t the accounts leading up 
to the year 1926 show that what was taking place in 1926 
was not a mere, casual, r unforeseen and tem- 
porary happening, but that situation which had been 
going on through those years was being developed and 
maintained in the year 1926, and that under those circum- 
stances the accounts for the year 1926 were wholly false.” 
It might be said that what had been done in that case 
had been done before. Secret reserves had been built up 


account, either to do away with, or to diminish a loss, or 
increase a profit, or uin a loss into a profit. I have no 
doubt that that is trequently done. You may say, 
Mel, how does this square with the law, because the 
jaw says that you have got to make and publish fair and 
accurate accounts. How can it be accurate to say that 
ou have only made £100,000, whereas in truth and in 
t you have made £200,000 and put £100,000 to reserve.’ 
There may be, and I daresay there are, people, purists and 
theorists, who say that that thing is wrong, and that this 
building up of secret reserves or utilisation of a secret 
reserve in the profit and loss account of a particular year 


” 
* 


in possession of information of which the shareholders 
knew nothing. Others would say that such a theory was 


wrong and would declare that the overriding cous. (eration | 
of the whole thing is that directors must by their acc unts 
t a picture of the company as it really existed. 


y would say that the directors must exhibit a true and 
correct view of the state of the company’s affairs. Some 


people might take the view that without secret reserves | 
directors would call attention to the profit of the company | 


which was really wholly exceptional and in no way 
reflected its profit-earning capacity, and that without 
those secret reserves they might call attention to a loss 
which was exceptional, non-recurring and temporary. A 
shareholder might think when a company had made a 
profit that he had struck an Eldorado when it was really 
A On the other hand, there might be a loss 

the shareholder would suffer through the lack of 
maar prong Aging Might it not be that the true view was 


of a Criminal Court was not the place to fight that out. 
“ I ask you to take the view which is the more favourable 


to the defendants. ie = thee Bear Sala a be te 


the office of Attorney: would ever think of coming 


and used before. He did not doubt that such was the 
case. It might be said that unless such a procedure was 
followed, panic might be caused, when there was a tem- 
ee ee and that there would be s tion and 
| that the long run shareholders would „and com- 
petitors of the business would be encouraged. Within 
reason he was not com laining of the utilisation of secret 
reserves, but he wo say that each case must be de- 
| pendent upon its own circumstances. He did not think 
that very much assistance could be gained by considering 
| the circumstances of any other cases. Whether it was 


| picture of the enterprise as a living whole. They might 
smooth out the ups and downs, make temporary, un. 
foreseen happenings disappear, and diminish exceptional 
profits, but you have no right to allow an enterprise to 55 
don ste but surely to disaster by letting it live 

| years on the * which it made, long ago, without at 
least telling t 8 


Do what you like so long as you disclose it.“ 
Sir William Jowitt said he would ask the jury to con- 


repared by the chief accountant of the Mail Steam 
Packet Company, pointing out that Lord Kylsant had 
never seen the actual document. The year 1920 had been 
9 It was a boom year and the directors 
very „ like prudent people, transferred sums 1% 


S =e 


and prosecuting in a simple case where what was 
Err 
used merely to iron out or smooth out the ups and downs 
of business life. There obviously, however, comes a point 
| at which the continued and deliberate and excessive 
| utilisation of hidden reserves quite manifestly presents an 
untrue picture of the company, If such a case were to 
arise—as is the case I am going to submit here—if in 
the days of the war a shipping company makes very large 
profits and accumulates very large secret reserves, and 
thereafter steadily, year by year, enormous losses are made, 
and notwithstanding the enormous losses, dividends are 
„ business as usual,“ the time comes when it is quite 
us that unless something turns up, unless a com- 
ly new situation arises, that company is doomed, 
2 accounts and to utilise secret reserves in the 
profit and loss account, to make it appear that business is 
going on quite smoothly and happily, when in truth and 
in fact the company is inevitably drifting on to the 
‘ 
. 
: 
! 
] 
l 
’ 
‘ 
d 
I 
I 
N 
is wrong right or wrong in any given case must depend upon t 6 
Some purists might say it was wrong for directors to be .citcumstances of that particular case. The cardinal point t 
¥ 
t 
ke 
4 
n 
d 
h 
W 
there has been any disclosure it makes the thing accurate. b 
a | | 
te 
sider the accounts of the Royal Mail Steam Packet Com- 
pany for the years 1921 to 1925. There was, of course, T 
no offence alleged in respect of any of those years. He pe 
would not question the propriety of what was done in m 
those years, but consideration was of vital and critical ns 
importance to enable the jury to see the facts as they th 
existed in 1926. He alleged that the accounts for the year ne 
| 1926 failed to reflect a fair view of the compeny's Ge 
the company as a living whole, as a continuous enter- | and concealed from the shareholders that w it was sa 
prise, and properly portrayed what was going on, there | manifest they had a right to know. 3 a 
was no reason why they should show temporary and Counsel called attention to a document which had been 
r — Dr 
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reserve. Unfortunately that was the last of the of 
prosperity. The harvest being over, the chill of winter 
set in, and 1921 was the first of the bad years which 
continued. The of the fleet decreased. The 
company, however, still put aside Instead of 
there being a surplus, there was a deficit of £900,000, and 
even after allowing for interest on investments, the deficit 
was £452,000. To meet that situation there was utilised 
credit, amounting to £1,120,452. The utilising 
credits showed a surplus of £668,400. 

credit was made up of three items, 
us shares in Elder, Dempster & Co., 480,812; 
Line, 1 „000; and Union Castle 
items were perfectly r 
bonus shares declared —— 


Mun 
An 


; 


r to the figures for 1922. They 
would see that there was a deficit indicated of £135,000. 
The item of excess profit duty—which meant payments 
from the excess profit duty reserve—amounted to £100,000. 
As he had told the Court, in the times of the war, shipping 


pre-war standard. The excess profits duty reserve of 
the company amounted to £2,200,000—that was the 
t for excess profits 1 


S 
81 


0 


27871“ 


naval pay and the salaries they would have earned had 
they continued in their work for the company. This 
never in fact materialised, but the fund was built up. 

Another item of £271,000 was put down a- profit on the 
sale of steamers. That was again a instance of 
“non-recurring profit being brought in. 

Sir William said he was not making any suggestion 
as to whether it was proper or improper to bring such an 
item into a profit and loss account. 

Sir Patrick Hastings, K.C., said he understood that the 
Attorney-General had said that the 


years 1921-25 were proper. Was he right, therefore, 


res in respect of 
bu 


in assuming that there was no suggestion as to the item 


referred to being improper 
Mr. Justice Wright: For the 


? 
as 


before them when they came to the year 
1 proceeded to refer to an item of £444,569 for 
tion. i 


up in the war. The items which he had mentioned as 
being of a non-recurring nature came to £860,000, and 
that £860,000 turned the debit for the year of £135,000 
into a credit of £725,000. 


companies, less depreciation of fleet, &c., was put at 
£725,000. As a dividend of more than 5 per cent. 
r 
enti to receive his per cent. of the gross receipts. 
The insurance fund was very much decreased ; whereas 
in 1921 the amount exceeded £426,000, in 1922 it was only 
£195,000. Speaking without knowledge, he would infer 
that that was in part due to the fact that the war risks, 
which no doubt had to be provided for in the earlier years, 
were by that time away. 

The figure in respect of depreciation of the fleet in the 
year 1922 was less than for the year 1921, when the figure 
amounted to £496,000, but that might again be accounted 
for by sale of steamers. 

No one, said Sir William, could possibly regard the year 
with which he was dealing as anything but very unsatis- 
factory. There was a trading loss on the running of the 
ships of over half a million pounds, and a raid on the 
reserve fund to the extent of £860,000 to enable business 
to be carried on as usual. 

Coming to the year 1923, said Sir William, started 
with a figure of freights less running expenses, w 
approximately £1,000,000. Depreciation of fleet, 
would be noticed, had gone up very considerably, and the 
trading deficit was now £443,000—rather less half a 
million; when interest on investments £422,000 was 
brought in, it left a deficit of £20,886. Some £800,000 
was t in by means of special credits from reserve 
funds. income tax reserve fund £450,000. 
The income tax reserve, which had been existence so 
far as this company was concerned from very early days, 
amounted by 1921 to £762,000. That fund was not static. 
It was in nature of a river rather than a reservoir, 
because it a ted from time to time, of 
the operation of sect. 34 of the Income Tax 


the company in paying their dividends would deduct tax 
unt they deducted went automatically to 
me tax reserve. The reserve, on the other 


tled “* Deferred Repairs.” That arose 
war by reason of the nature of things, 
lute necessity of not clogging up ship- 
it could be avoided, many repairs which 


: 4 
| 
— x ̃ ̃˖oT . — — ꝓÿꝓęͤ 
3 „ — . 
ju 
of this case the 
items for those five years are proper. I think | 
that is the position. 
Sir William Jowitt said that, as far as he was concerned, ! 
he was not challenging the propriety of any one of the ; 
items in the years 1921-25. All he was referring to them 
| for was so that the Court might have a general picture | 
I _ _ _ _ _ _ . payments 9 9 | 
insurance contracts were received, in so far as those pay- { 
ments exceeded the amounts at which the particular . 
, Who were capitalising their profits. Those | ships stood in the books, the difference was carried to a 
ies, having made very large profits, * — fund called Fleet Depreciation Fund.“ That fund 
the profits by making a bonus issue. re | differed technically from the other reserves. It was not 
2 the least improper in making use of those | earmarked for any particular ship, and it was again quite ! 
holders, however, did not get things of that proper as a matter of accountancy to use it for a profit ' 
At any rate there was no reason why | and loss account. But again it was a fund which was built | 
should occur on two occasions, and the | 
of such items meant the utilisation of a thing { 
ee pe One There 
was nothing improper, it was utilising for one year’s 
purpose something which in the very nature of things did In the profit and loss account for the year ended Decem- 
——— en eee that it was paid in | ber, 1922, said Sir William, they saw that the profit for 
that particular period. items obviously represented | the year, including dividends on shares in allied and other 
profits 2 2 —— & to | t 
war . 
Continuing his opening address, Sir William Jowitt 
companies : vast profits. Excess profits duty was 
— payable on profits made over what was known as the 
em- ee 
had not. Of the half which remained on hand £300,000 | 
had been utilised for writing down investments. That | 
was to say, £800,000 was left. The fund, therefore, | 
consisted of £800,000, which had been left in hand, | 
and there was also in it certain repayments which were | 
made by the Revenue out of the £1,100,000 which had been | 
paid over. That arose in this way. in the ‘wer years, | 
when ships were being submarined right and left, ship | 
owners were being encouraged to build ships. People had | { 
to pay ve igh patene Sot the chipe, end conmsquentiy i | &§ 
was conside fair in the case of shipping companies | 
that there should be an allowance in respect of obso- 
SN naa, > crm of Gat wastes of he 
£1,1 which had been paid for excess profits duty, 
,000 was _ back. The excess profits 
isted of two amounts, £800,000 in : 
hich had never been paid over, and £800,000 which | 
aid back, being part of the £1,100,000 which had 
out. The reserve in respect of excess profits 
ad been built up in the war period, the last payment 
fund being that of £125,000 in the year 1921. 
next reserve was the war contingency reserve. As the R.M.S.P. were making a loss, they were no 
This was put aside in the war because it was thought | longer liable to pay any income tax. On the other hand, 
possible that officers of the R.M.S.P. serving in the forces 
might have had some claim to the difference between their | 
nd, was redu 7 8 * N 
repayment of excess profits duty was made that was 
e ö 
Broadly speaking, that was history of the income tax 
fund. It was 8 those more or less automatic 
methods. As he had „ in that year no less than 
£450,000 was taken from that reserve. Another reserve . 
fund was that e 
because during t 
Iuding the ab 
ilding yards if | 
3 1 
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have been done were left over. So they 
sum of £400,000 left over. The o * * 

wished the Court to notice about those ted 

that this was a war reserve. It was a sum which 

ere, By 
period. 


the war they got a total of £800,000 
brought in to enable the company, notwithstanding the 
c 


dividends on shares in allied and other 
panies, less depreciation, &., was given as £779,114. 
Justice Wright remarked that the expression used 
connection seemed to have changed. 
Attorney-General assented, and said it was 
t t the jury should realise what the 

„ in the periods of 1921 and 1922, this 
had been called 
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240,000, Fleet Depreciation 
The grand total of the utilisation of reserves, which he 
t i war-time reserves, was E2, 800, 000. 


2 
2 
BE 
: 
! 
7 
: 
5 


i 
1 
fi 
Be 
: 
E 
F 
f 


with investment up 
Line, accounted 41, 600,000. That was 


had been utilisation of special non-recurring items to 
5 
44, 400, 000, t it t, in consi 
figure, to take off from it the amount of the — 
debits they did not come to quite £400,000, but he 
would treat them as £400,000. They then this 
result. In those five years, to carry on and pay 
and so on, this company utilised £4,000,000 from its 
Running through the records of the fi . 
0 ve years, the 

jury would see figures relating to interest on investments, 
n order to get a picture of the p of this 
one should realise how far that interest on investments 
was likely to a. If, — instance, interest on in- 
vestments were being y com doing e 
the same as the R.M.S.P., it was ‘ain tas hea 
not rely on those investments going on very much longer. 
No doubt a substantial part of those investment figures 
were derived from 100 per cent. subsidiaries. Here again 
they had a fact which would be unknown to Mr. Morland, 
but would be known to Lord Kylsant. He would take 
the case of one of the subsidiaries—the Pacific Steam 
— — Company. The R. M. S. P. held the whole of 
the of that company, and Lord Kylsant was the 
chairman. The sum total of the figures relating to the 
business of that company was that during t 


1921-25 its deficits were £1,600,000 or, as he preferred to 


take it, £1,300,000, as the dividends were £300,000. It 
was quite obvious that if you spent £300,000 in dividends 
and you had such a deficit, although your life might be a 
merry one, it was going to be short. So far as that com- 
pany was concerned, it would be rash to regard the pay- 
ment of that dividend as something which would con 
During the f years Lord Kylsant had drawn in all 
i ve wn a 
total of £135,000, notwit the utilisation of the 
very number of reserves. It might be said that the 


company would down if it went on paying dividends 
— chat, or even on its preference shares. 

The use in the accounts of the word “ balance,” to 
which he had already referred, t, said Sir William, 
be deemed a not unimportant fact in the case. 

First of all, why was it,“ said Counsel, that the 
word profit which had been used in 1921 and 1922, 
became ‘balance’? One supposes that whoever was 
responsible for these accounts was not very y about 
putting in the word profit.’ Does the word 2 
really make any difference ? My submission to you is that 
that word balance was a word carefully selected so as 
to arouse no suspicion in the mind of the man who saw it, 
but at the same time it was a word which would enable 
those who put it forward, if the time ever came when it 
was necessary, to say, We have not said there was & 
profit ; all we have said is that there was a balance. 

In his submission, said Counsel, the word “ balance” in 
a profit and loss account of a company of that kind would 
convey to the ordinary person that it was a balance in 
respect of that particular year. If one saw, as in the 
profit and loss account for the year ending December 31st, 


t of taxation 
reserves,” which appeared in the accounts for 1925, Sir 
William said it was his submission again a phrase 

been quite deliberately prepared, selected chosen as 


one which would convey nothing whatever 2 g 


ind of the ordinary person, but at the same time 
enable anybody to say in case the need arose, “ All this 
is covered by adjustment of taxation reserves.” It 


was he stating the case absolutely fairly 


the company had been living on its fat, and had used a 
great deal of its fat for the of keeping alive during 
those last five years? If looked at the sheet 
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In the profit and loss account for the year ending 
December 31st, 1923, Sir William stated, the balance for 
year. Debentures were paid, | 
a and preference dividends 
on the ordinary shares was 
paid. In 1923, as such a dividend was paid, Lord Kylsant 
—— 
to some extent on | 
| that was quite true. It was quite obvious, however, 
| that when a company had had five disastrous years, such 
as he had outlined, unless a turn of the tide came soon that 
the pre-1926 period, Sir William said the gross earnings, 
less running expenses, were put at £880,000. The deficit 
fits for the year 1925. The _ 
for the 1925 showed balance for the year, including 
dividends on shares in allied and other companies, | 
adjustment of taxation reserves, less depreciation of | 
fleet, as £731,103. The jury would note that the phrase | 
Pe cary a of taxation reserves was new. The | 
i for that year was 5 per cent. instead of 6, as it 
had hitherto been, but as five was the qualifying figure, a 
Lord Kylsant was entitled to receive and did receive, the 
half per cent. in respect of that year, the amount paid 5 — : 
to him 38 draw any distinction between the phrase balance for 
Pausing for a moment, said Sir William, he left | the rear“ and “ profit.” 
the jury to consider what the records of the five years me 
showed. During the any 1921-25, the following sums, 
amongst others, had taken from reserve :—Excess 
profits duty reserve £830,000, Corporation profits tax | 
| being 
— 
betrayed, he suggested, an uneasy conscience. 
With reference to his summary of the years 1921-25, 
| when he said that 
| —— 
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to 
it under phrase 
” which would convey 
150,000 and another item under the 


person. 
What distinction there could be between 


from reserve fund 2 
word Adjustments ” he (Sir William) did not know, but 
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holders. 


Sir John Simon, interrupting, remarked that for the 


hint that there was an 
first four months of 


company’s ships. 
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good old days of 1921 | inch 
46,000,000. B 


skeleton when the curtain is 


accounts not closed, &., of 2, 600,000. | could get it 
remember that in the 


for 1925, they 
sundry 
— 


reflected in those items. 
its own fat,” said Sir William is ve 


would see the last item but one, an item of | £150,000 had 


balances, 
would 
balances stood at over 
„they might say that the very hea 
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PP been so transferred. The only way 
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; a 
on 1926. 
The Attorney-General next referred to the year 1 
In that year, he said, Lord Kylsant told Mr. Cason, sheet 
head accountant of the Royal Mail Steam Packet Com- was a false balance sheet, because it made it appear that 
, to prepare an estimate because he said he wanted a | there was a balance for the of £439,000, whe; 
E as to how 1926 would look, and he added the balance was only arrived at by bringing in £750, 
significant words, And what reserve we have available ee t was the use 
to meet any deficiency.” That illustrated rather well, con- about a balance for year when in 
tinued Sir William, the type of mind of a person who was, | there was a loss for that year? This 
to use a 2 term, — — adjustment. Morland duly signed as being a true and 
Accordingly, Mr. Cason prepared what was asked for. | the company’s state of affairs. The divi 
Mus included an unpublished reserve of £600,000. — ae ee 
Replying to the Judge, Sir William Jowitt said that | the fact that the company were 
Mr. Morland had not seen this document and he was not 12 e. 
concerned with it. It was not an account, but was that Lord Kyisant only 
mate made before the year was up, but it did year. With this statement of acco 
ed Kylsant estimated a deficit of 21,100,000. | sented to the shareholders a report o 
t told. Mr. Cason that he was going to take a | Court of Directors, a document for wh was 
200,000 from the Nelson Com g y responsible. At this urt, ; 
her that was cancelled, nd was seeking re-election the 
He wished to be 
He was supposed to be in the position of safe- 
| guarding their interests. This was the sixth year in 
he profit and loss account. As to the | succession in which there had been a shattering loss, and 
nus, it would appear that Lord Kylsant | in this year £900,000 was being taken from their accumu- 
an extra £200,000 from the excess | lated reserves, although, so far as the shareholders could 
reserve. That Nelson bonus fell through. | see, the amount was £150,000. 
Towards the end of the year 1926—but with regard to The language was carefully prepared and there was no 
ths it was necessary to point out that this matter did not ything wrong. In these circum- | 
concern Mr. Morland—Mr. Fisher, the general manager of | ered to the shareholders 
Barclays Bank, wrote to Lord Kylsant relating to an — 
overdraft of £200,000, making a total of £500,000 in all, ) 
and stating that he gathered it rr ear 1926 there was a considerable 
: mm three months from the proceeds from a | increase in the quantity of outward cargo carried by the 
did not dispute that. Under 
nees he had related Sir William McLintock 
to investigate the state of affairs and had 
etic instinct he, said learned Counsel, would | 
have taken the job on. He said that for the 
2 his view, the company had been over- 
heir insurance and in their depreciation. . 
account for the year ended December 31st, 
a profit of £478,535. Sir William said that 
to say something about the 100 per cent. 
subsidiaries. For the year 1926 they received in interest 
000 to carry on. This considera- on investments £267,965. The position was that a part 
ce when deciding what was the in- | of the dividend paid by the Royal Mail Steam Packet 
ee See Se 4 — blic.” Company was derived from received from the 
“pteparation of the profit and los 100 per cent. subsidiaries. So far as the Pacific Steam 
d of year. Learned Counsel gave mpany was concerned, that paid a dividend 
us accounts and said though it had sustai 
, £550,000 and in rt Company paid 
put before the au incurred a loss of 
Vhat to _— before ere the ones right at 
ithough rd Ky dividend of £42,000, 
this matter t treating them as a 
The document tha idiaries paid in divide 
rs showed nothin i between them a 
lisation of any sec he year 1927, as in t 
losure, nor had the r which Lord Kylsan : 
documents that co . Morland ; so far as h ; 
was any transfer knew — — 
n would be called, e overdraft at ys 
he Court of Directo „ was calling to 
that at that meeti n agreed to have a 
ed abovt any tran p the overdraft. 
w attention to th Cason to prepare a 
r 1926. - The transfe — Cae a bare 
„ was £150,000. rd Kylsant’s instructio n had 
a sum of £750,000 us reserves that were available. . 
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The Judge: This was not shown, I gather, to Mr. 
‘Morland ?— Sir William Jowitt: No, he never saw it. 

Continuing, the Attorney-General said that Lord 
Kylsant told Mr. Cason to take what was necessary to pay 
a 5 per cent. dividend. It must occur to an ordinary man 
that the position was, to say the least, very unfortunate. 

When the company paid a dividend of 5 per cent., Lord 
Kylsant was entitled to a substantial remuneration, and 
this was the seventh consecutive year in which the company 
had made very heavy losses, and yet Lord Kylsant was 
telling Mr. Cason to take what was necessary. It was an 
interesting sidelight.. Accordingly, Mr. Cason prepared 
the document that was required, and it would be observed 
that the first item of £433,000 had come down to £185,000 
— — as he (Sir William) took it, E247, 000 had 
gone from the other side of the account. The net result was 
a total of 1, 400, 000. That was shown to Lord K . 


document at all. Then Mr. Cason 
took it round to Mr. Morland. 

That document,“ continued Sir William, has now 
been lost, but it showed what transfers from reserves were 
being put through that year. Mr. Cason takes it round to 
Mr. Morland to get his approval. Mr. Cason says to Mr. 
Morland, I don’t like it,“ and Mr. Morland answers, 
Nor do I.“ Notwithstanding that view expressed by 
whe | resul ot t= ed — earnings 

it was that it showed a p or gross 

for this year of £972,000. This was better than it had 
been since 1923, then there came the items for general 
administration, general irs and maintenance, insurance 
fund, depreciation of depreciation of premises, 
£1,300,000, showing a trading deficit of £334,000. Then, 
bringing in the interest on investments, &c., there was 
shown a of £224,000. The various details were 
laid before the directors, but nothing whatever was said 
about any transfers from reserves. 

Mr. Justice Wright: Was there any transfer from 
reserves in 1927 ? 

Sir William Jowitt: No, none whatever. But apart 
from all that there is nothing in my submission to indicate 
that there had been anything taken from reserves at all. 

The Judge: What adjustment mean? 

Sir Patrick Hastings: I am going to suggest that it is a 
usual expression. 

The Attorney-General continued and said that the 
profit and loss account for the year 1927 showed a balance 
of £697,000. He said he would next to show how 
they expended the money. Debenture interest exhausted 
£218,000, and in the result the company once more paid a 
dividend of 5 per cent., and Lord Kylsant himself received 
for that year a sum of £26,842, that being his half per 
cent. commission on the takings. 

This account, on the face of it, showed to an ordinary 
reader that the company had got on the credit side of the 
profit and loss account, in addition to the carry-forward of 
1926, a profit of £737,000, but they now knew that the 
company only arrived at that figure by transferring 
£512,386 from their reserves, or at any rate from non- 
recurring items. Without that the company would have 
made a profit for the year of £224,000, or thereabouts, 
instead of the £737,000, that was to say, they would have 
had a profit insufficient to pay the first two items on the 
liabilities side of the profit and loss account, including 
the debenture interest. Sir William MeLintock having 
gone into the figures for this year, came to the conclusion 
that the company had under-depreciated to the extent of 
some £40,000, but had over-insured to the extent of 
£10,000, making on balance a total of £31,000 worse 
than their accounts showed. 

Then, continued Sir William, what about the sub- 
sidiaries ? The Pacific Steam Navigation Company paid a 
dividend of £60,000, alt h it sustained its usual deficit 
of £160,000. The Meat Transport 
£49,000, but it made a profit of £28,000. The two Nelson 
com paid a dividend of £16,000, having made a 
profit of about £38,000. A feature of the 1927 account 
was that this figure of interest on investments of £559,000 


a dividend of 


——= 


included £300,000 bonus from the Nelson 
Now, continued the learned Counsel, he would e to 
the jury a most extrao: — Whatever tech. 
nicalities they might use, it was absolutely pitiful that a 
great corporation of the City of London dealing in vast 
interests should resort to the sort of finance that he was 
now going to indicate. It would be remembered that the 
Ro Mail Steam Packet Company owned the entir 
shareholdings in Nelson, Limited, and the Nelson Steam 
Navigation Company—one being a brokerage company 
and Steam Navigation a shipowning company. Lord 
Kylsant was chairman of them both. The first idea was 
to let the Nelson declare a cash bonus of 
£300,000—£200,000 one and £100,000 the other. That 
would have the effect of helping the Royal Mail Steam 
Packet Company’s account considerably. It might have 
been inconvenient at that time to find the cash to pay the 
cash bonus, but this was arranged for. The Nelson 
Steam Navigation Company had £1,000,000 worth of 
share ca authorised, but not yet issued. How would 
it be if the Nelson Steam Navigation Company issued 
their at present unissued capital and the Royal Mail 
Steam Packet Company subscribed to purchase it? 80 
that was The Nelson Steam Navi 
Company were to issue £1,000,000 at par and the 
Mail Steam Packet Company subscribed to these shares. 
A half of them were to be taken fully paid, but with 
to the other half they were to be 10 cent. paid. 
would involve this: the Royal Steam Packet Com- 
pany would be pa to the Nelson Steam Navigation 
Company £550,000. y had now to consider: First, 
the Nelson Company declared a bonus of £300,000. 
Secondly, the Royal Mail Steam Packet Company went 
through a procedure which made them owe to the Nelson 
Company £550,000. Then, thirdly, and most ingenious 
of the Whole, As we have got to square this up and find 
another £250,000, let us sell H. W. Nelson to Nelson 
Steam Navigation Company. Let us sell those shares 
and that mean £250,000.” All this really meant 
nothing. The Royal Mail Steam Packet pany 
already owned the entire holding in the Nelson companies. 
owned everything there was to own so far as share- 
ing was concerned. Neither did it matter if you had 
two companies and owned them each whether you sold 
one to the other or the other to one. It seemed to him 
(Sir William) to have no more effect than if he transferred 
money from one pocket to another. But these very 
were taken, and there was a 
by the Nelson Company of £300,000, and 8 
by the Royal Mail Steam Packet Company 


of 1927, in spite of the fact of the interest from in 

being, as in 1926, £260,000 odd, this year it was £559,000. 

In 1926 and 1927 all the 100 per cent. subsidiary com- 
had paid dividends or contributed to this invest- 


ment interest, and there was paid in dividends and 
bonuses, including the Nelson bonus, — not · 
withstanding that in these two years same 
sidiaries lost £383,000. This was the position with regard 
to the year 1927, except that he ought to repeat that the 
documents to which he had referred were not evidence 
against Mr. Morland. 

Counsel read details of the directors’ report. Mt 
Morland offered himself in that report for re-election # 
auditor. The report showed that in the year the £150,00 
was shown as transferred from reserve they published pro 
fits of £628,535 in the one year and £737,292 for the 
year. They did not disclose transfers from reserves 
£900,000 in one year and £500,000 in the other ye 
They did not disclose transfers which amounted to mom 
than the profits for the two years. So far as Lord N 
was concerned, and with to those accounts, 
knew that they were going to the public for a fresh ie 
It could be said perhaps that secret reserves have 
and frequently been brought into a profit and loss Err 
Counsel did not doubt that at all. Was it to be said 
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and Mr. Cason got Lord Kylsant’s approval of what he 
proposed to do. Up to that moment Mr. Morland had 
of £250,000. They got a credit in the profit an 
account of £300,000, and altogether they had got some 
thing which made things look better to the tune of that 
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suffered from the depression, and 
disclosed | accounts of the company showed that d 
had a long succes sion of failures ? Was it also | years the average annual balance availa 
as one went through the accounts, that the i 
pi pel tty Pas ag . — 
not a matter of accountancy. What was wan paragraph 
Was it also to be said that | heavy leaded type, to make it look 
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what was happening. If that was 
a duty to tell the shareholders, they must 
in words which would bring 


BE 


the 
k at the document as a whole. The whole thing 
deliberate statement very carefully phrased and i 
devised by Lord Kylsant, who put the document fo > 


He 


which Counsel had described ? Was it known to be false 
and was there an intention to deceive? Counsel sug- 
gested that it was quite obvious that there was an inten- 
tion to deceive, if so, it was the duty of the jury to 
return a verdict accordingly. 

Counsel said that he had come to the end of his opening 
statement, and he had tried to make the case as clear as 
— raed a the Court a plain unvarnished 


to tell 

There was just one other point which Counsel wanted 
to refer to, and that was the way in which the matter came 
to light. There had been some moneys advanced to the 
company, and Lord Plender, who assisted the Govern- 
ment, took the view in October, 1929, that as there was a 
r 
t the Government sho have the whole matter 
looked into by an accountant who was entirely inde- 
ndent and had no connection with the company. Lord 
— — nder said that he would like Sir William MeLintock 
said that at a later date that blank to look into the matter. That gentleman came upon the 
t asked for certain information, | scene and was instructed 4 rd Plender to make a 
him at his private house. The first | report in connection with affairs of the company. 
1 had not seen, but another | There was no doubt that Sir William McLintock was in a 
most invidious position, because the jury could imagine 
the feelings of a man go into the witness box and 
ano i member of 
profession. William McLintock would come to 
the Court in answer to Counsel’s subpeena. Sir William 
. The company was established would only be asked questions relating to the rt 

object of the issue was to provide additional | that he had given to Lord Plender, but defence 

freehold buildings and for the general | ask him questions about other matters. 

pany. The company was said not to Sir Patrick Hastings then stated that he would like to 
ture stock since November, 1914. ‘The | renew the application that he had made during the morn- 
that the Royal Mail Steam Packet Com- ing. The Attorney-General had dealt fully with all the 
with other shipping companies, had | branches of the case, and they had listened to every word 
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the audited 
they the past ten 
5 — 
ting ture 
— on the present 
was printed in 
e right policy to adopt, to continue to carry or Connect cold that the funy ted.to Gitte and conifer 
eep the name of the company before the public | the type of person who was interested in that prospectus. 
be ready when better times came along? Was LT 
gamble to go on? Counsel did not think almost gilt-edged stock. jury had to consider what 
company’s competitors would be unduly en- was then presented to the investor and what was the 
if no dividends were declared by the company. | relevance of setting out the past at all. Why refer to it 
id know that the law said that one must not | unless they obviously meant that what had taken place 
false document with intent to deceive, whatever | in the past would happen in the future. That was the 
eee ee ee ae ee oe It | inference that the investor might hold on to. Wasn't 
advanced that it was a good gamble. Unfor- it ap utterly — dhing to put o document — 
tunately the dock was frequented pF ge oe who were posapestive inverter and say. © his is what we have done | 
optimistic gamblers who gambled wi — omy ore eae indication of what you may 
— money. Counsel asked the jury to form the o that | expect in the future.” The prospectus also referred to the 
Dre meee rane SS —— — In 1924 a ' 
porary ups and downs. It was a case where it seemed | Mividend of 6 per cent. was declared. The jury would 
— — wanda lak baceniee, 
ear 1911 the company was not very prosperous 
— 1 —— fy Then with 
there was a great prosperity building up 
large reserve funds. After the war they started | 
— — living on the reserves that they had made. | 
be told plainly no to that, but it was so easy for a clever man in | 
— minds. They were not there to attribute 
— motive, but those two experienced business men who were | 
ee ee Soy See Sie. ee wee es 
on. re the 
2 * their verdict and he had to submit these facts. and it must have Deen intende eceive unfortuna 
. That people up and down the country and to induce them to 
they were false and false to the knowledge of Lord Kyylsant, | pay their money into the concera which, unless something | 
that he published them with intent to deceive the 4j very quickly, would slowly drift on to the 
shareholders. With regard to Mr. Morland, counsel had rocks. Was the document a false document in the sense 
to submit that he had aided and abetted Lord Kylsant | 
2 When all was said and done, everything | | 
had to kept upright and square in the City of London. | 
—— — el 
cerning the prospectus. The jury to remember that | | 
in that count of the indictment it was a charge in which | 
Mr. Morland was in no way interested. It was a charge 
— — 
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Was going to n 
Kyleant sent 
because Mr. C | ; 
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he had uttered. Counsel asked his Lordship to say that 

in the interests of the defendants it would be right and 

a, ait a aie aon he 
Judge: Mr. Attorney-General, do you to 
with the case as a whole ? 

The Attorney-General: I do, my Lord. 

The Judge: Then I think you are entitled to do so. 

SECOND DAY’S PROCEEDINGS. 
Lorp PLENDER’s EVIDENCE. 

Lord Plender was the first witness. He said he was the 
senior partner of the firm of Messrs. Deloitte, Plender, 
Griffiths & Co., Chartered Accountants. He had 
President of the Institute of Chartered Accountants on 
several occasions and had served on a great number of 
Royal Commissions and Government Committees. He was 
a member of the Trades Facilities Act Advisory Com- 
mittee. That was a Statutory Committee set 1 mr since 
1921, when it was constituted, and Lord Plender 
chairman of that Committee in 1925. The object of the 
Committee was to assist companies to raise money on 
advan terms with Government securities, and the 
Committee were to advise the Treasury on the applica- 
tions which were received. 

Lord Plender said that the Trade Facilities Act came 
to an end in March, 1927, and from that date no new 
guarantees were given. There were still, of course, the 
existing guarantees which had to be dealt with, and the 
members of the Committee were asked to continue to | 
advise the Treasury when called upon, and Lord Plender 
personally was consulted from time to time by the Treasury 
with regard to the existing guarantees. 

Lord Plender said that in October, 1929, an application 
was made by the Royal Mail Steam Packet Company with 
regard to their existing tees, and Lo ee | 
came to see him with to the post ment of certain 
claims due for repayment at the end of 1929 and in 1930. | 

Witness went on to say that towards the end of 1929 
certain statements were supplied to him by Messrs. Price, 
Waterhouse & Co. Certain reports were received, and | 
after consultation with the Treasury the conclusion was 
come to that the Treasury had no time to examine the | 
reports in detail, and it was suggested that it w. 

visable to have some ndent person to loo 
Messrs. Price, Waterhouse & Co. 


You were bringi 
whole thing ?—We wanted someone to make a report 
who had no connection with the company. 

Was Lord Kylsant informed that Sir William McLintock 
had been nominated for the purpose ?—Yes, he was 
informed in December, 1929, and he immediately said 
that every possible facility should be given to him, and 
Sir William McLintock stipulated that he should have a 
free hand. 

And did he have a free hand ?—I believe that every 
possible facility was afforded to him. 

In reply to a further question, Lord Plender said that 
———— —U— ee oy taming — 
seen the offici 0 company, nothing 
of their tions. 

And all you can tell us is how Sir William 
r 
3 ym e eee 
narrate facts leading u to appointment. 

Sir John — - .... thet Slr 
Patrick Hastings desired to ask Lord Plender some 
questions, but he personally had no questions to ask the 
witness at all. 

Replying to Sir Patrick Hastings, Lord Plender said 
that had been a prominent member of his profession 


for many years. 
—— known Ie. Mocland ?—Fot many 


Witness said that he had never had any professional 
dealings with Mr. Morland, but he came into close en 
Se ae eee 

Do you know any member of your profession who 
enjoys a higher reputation for absolute honesty and 
integrity than Mr. Morland ?—I do not. 

I understand from the question which the Attorney has 
es Pa Set have not had any opportunity of 

king into the of this company, and that you 
know nothing about them ?—No. 

Witness that he knew Mr. Morgan, the President 
of the Society of Incorporated Accountants, and he also 


been | knew Mr. Hill, the President of the Institute of Chartered 
Court. 


Accountants. He had seen them in 

Sir Patrick Hastings then said he desired to ask some 
questions with regard to what the Attorney-General had 
referred to as secret reserves.“ Sir Patrick said he 
would like to refer to them as inner reserves. 

The Judge: Why the difference? I have seen them 
called internal reserves. 

Sir Patrick Hastings: It sounded rather better. 
The Judge : What difference does it really make ? 
Sir Patrick merry 8 Whatever we call them, it is a 


Lord Plender said that it was quite usual for large 
commercial and industrial companies to set aside out of an 
unusually prosperous year sums to secret reserves. 

Sir Patrick 


rdinary 
aside out of the profits for the year ?—Yes. 
In such a case, when it was discovered that they 


purpose, there sometimes came a time 
auditor should say that some indication should be given 
to the shareholders that those transfers were being 

Witness said that he had known of cases 
was no longer a requirement to keep a reserve for 
— and it was brought into the 

t 

io Plender said that he agreed 
come a time when the auditor would say 
reserves were to be used again some indication must be 
given to the shareholders that the profit and loss 
was augmented by transfers from the excess profits or 
other reserves. 


settled. 
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the country to have inner reserves. 
for companies to set aside large sums against their liability 
for excess profits duty ? 
Witness replied that that was the case when a company 
knew that a liability would mature some day, and as 
prudent people they would make provision to meet that 
liability when it matured. 
—— 
were 
not required, they would properly be brought back into 
the profits for subsequent years, and exactly similar 
conditions would arise in the case of reserve for income 
tax ?—Certainly. 

In the Attorney-General’s view, up to a point those 
secret reserves being brought back in many cases would 
not be disclosed in a profit and loss account as having 

instructed by Lord Kylsant to make the reports, and when — 3 — — — 8 — 
Sir William McLintock had been instructed to make a that some transfer was made. 
vin Ve ce no reflection at all on Messrs. | Witness that secret reserves were used for that 

Counsel asked if it was usual amongst accountants 
to employ various phrases such as “ taxation adjust- 
ment and after adjustment of income tax reserve not 
required,” and Lord Plender replied that that was 80. 
Witness also agreed that those transfers might be either 
small or large. 

If you saw such words you would understand that 
rr 
otherwise which might be small or large ?—Certainly. 

. The Judge: How would you translate the word “ ad- 
justment? — The definition is this: The difference 

. between the sum or sums reserved or set aside to meet 
maturing obligations whose precise ascertainment is not 

| known at the time such provisions are being made and the 

amount of the actual liability when it is ascertained and 


by 
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Sir Patrick Hastings : In using these words in the profit 
and loss adjustment of taxation reserve, it is a 


not uncommonly used by accountants ?—I have y 


80. 
mel you es- tat some er 
understand a ce sheet at all? They would not know, 


the difference between the word credit or debit ?— 
fis very difficult to know the minds of other peuple. 

Of course, if you give an indication to shareholders of 
the facts you have mentioned—the balance sheet and profit 
and loss accounts are sent out to shareholders before the 

ting ?—Yes. 


was pe 
meeting of the company. Assuming that there was no 
amount specified, it was quite open to a shareholder to 
ask for information. 

Lord Plender said he conceived such cases in the com- 
mercial world in which it was properly unwise for directors 
to give to the world indications of how their business was 
1 ada shareholder liked to ask questions, 
then the at the meeting could give to the share- 
holder such further information as he thought it was 
proper to give. The auditor, of course, have no 
control over the questions which were to be asked by the 
shareholder or of the — which the chairman might 

He agreed that addition to what had been 

to as hidden reserve, a great many companies 

had in addition a published reserve, and the published 
reserve appeared in the balance sheet every year. 

And if any sum is taken from the published reserve for 

it of the profit and loss account, that appears 
year’s ce sheet ?—Yes. 

to further questions, Lord Plender said that 

an auditor was bound to be influenced and 

great deal of attention to the honesty and ability 

composition of the Board for whom he was working. 

Sir Patrick Hastings asked if Lord Plender could say 
whether the Board of the company was a very dis- 


ofits you 


share in any of these companies. there anything to 
the cape | in the practice of auditors for an auditor to 
and sell shares in the company in which he is auditor ? 
Plender replied that he t that auditors 
sometimes had shares in a company of which they were 


by the Board before they came to 
Plender said it was rather a difficult 


many weeks, and 
before the directors held 


FREES 


. It was not in every 

t then before the Board. In 

the auditor would not see the accounts 

they were passed, in other cases he would. He 
there was any general practice. 

: Can it affect the accountant in any way or 

. The accounts are the accounts 

auditor’s duty is to examine and 


rfl 
i 


17 


said that 
red Accountant, and the head of the firm 

Thomson, MeLintock & Co. Witness agreed 

that he had investigated the affairs of the group of com- 


panies known as the Royal Mail Steam Packet group. 

Counsel: You have already heard that you were given 
every facility in your examination ?—Every facility. 

Dealing with the position in 1926 and 1927 of the 100 
per cent. subsidiary companies, witness said that in 1926 

-M.S.P. Meat Transport, Ltd., showed a trading loss 
of £21,945 after ing depreciation. 
in 1927, after depreciation the trading 
profit was £28,657 ?—Yes. 

Did the company b in transfers from old reserves in 
each , in 1926 £62,500 and in 1927 £25,250 ?—Yes. 

Did it declare dividends payable to the R.M.S.P. in 
each of those ?—Yes. 

Did they absorb net £49,000 each ?—Yes. 

Witness said that he dealt with two Nelson Com- 
— ther. The actual working position was that 
. & W. Nelson, Ltd., was the company which managed 
the other concern. Those two companies made profits in 
both years after charging depreciation, in 1926 £80,229, 
and in 1927 £38,113. 

The J : Were there any debentures in these com- 
panies ?—There are debentures in the Navigation 
Company ; I don’t know if they existed at that time. 

Sir W. McLintock went on to say that the Nelson 
Steam Navigation amy oe declared a bonus of £200,000, 
and H. & W. Nelson, „ a bonus of £100,000. There 
were transfers from the reserves of those two companies in 
1927 of £185,859. The two bonuses were credited in 
the accounts of the Royal Mail Steam Packet Co. in the 

rofit and loss account for the year to December, 1927. 

he bonuses were actually declared in December, 1927, 
and cheques in payment were issued by the two com- 
panies to the R.M.S.P., which was the shareholder con- 
cerned. The cheques in favour of the R.M.S.P. were for 
the sum of £300,000. 

Mr. Pritt: During that month did the Royal Mail 
Steam Packet Company apply for a further 1,000,000 £1 
shares in the Nelson Steam Navigation Company ? 

Witness: Yes. 

Did they pay for half of those shares in full ?—Yes. 

That is to say, £500,000 ?—Yes. 
NR 

so. 

Did they also pay out 2s. per share on the other half a 
million shares and issue a cheque for £50,000 ?—Yes. 

Now, as far as we have got, the two Nelson 
handed the Royal Mail Steam Packet Company cheques 
for £300,000, and the Royal Mail Steam Packet Company 
in its turn issued to one of the companies cheques for 
£550,000 ?—Yes. 

In the same month of December, did the Royal Mail 
Steam Packet Company also sell to the Nelson Steam 
Navigation oR whole of the share capital which 
it held of H. & W. Nelson, Ltd., for £250,000 ?—Yes. 

And thus the various cheques issued out and to the 
Sn ee Le Canny ae ee 

£550,000 out ?—Yes. 

Leaving the actual cash as it was before ?—Yes. 

When the operation was over, the Royal Mail Steam 
Packet Company held the whole of the shares in one of 
the Nelson companies, and that Nelson Company held the 
whole of the shares in the other Nelson company ?—The 
result was just the same. 

Sir William McLintock further stated that the whole of 
the operations referred to took place in the latter part of 
December, 1927. He went on to refer to another sub- 
sidiary company, David McIver & Co., Ltd., and said 
that in order to arrive at a proper result of that company’s 
trading he took the view that he should make some 
alteration in the charge for annual depreciation. In that 
connection he had adopted a matic method all 
through with all the. companies n calculating depre- 
ciation. On the basis on which he calculated depreciation 
there was a modest increase in the case of McIver & Co. 
The company’s accounts in 1926 showed a loss of £5,158, 
and his view was that the loss should be £4,568. To the 
latter he added a transfer from income tax reserve 
of £16,273, which showed an adjusted loss of £20,836. 
The adjustment of the depreciation represented an amount 


Witness agreed that any shareholder who wanted to | 
know how much had been transferred, or any other 
question regarding the accounts, or regarding anything, 
: 3 
is One O most lawyers practising 
to-day ?—Yes. 
Counsel: I want you to assume that never in his life 
has Mr. Morland ever . 7 or sold a - 
The Ji 
Judge: It might be very for an auditor who 
had access to the — 4f tae Gempeny to buy | 
shares, but not necessarily so. 
Sir Patrick Hastings asked Lord Plender if the accounts 
the stditors.” {ord A 
the auditors. Lord 
question for him to answer. His experience was that 
When an audit had taken place in a big company the 
1 — | 
proceed with the ; 
Lord Plender said he appreciated the ' 
at the clerical work was very often done not by the 
on m. 
: Sin WII IAA McLintock. 
rr i 
: 3 
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of £10,255. That made a total adjusted loss of £31,091. 
The company did not pay any dividend in 1926. In the 
following year he again calculated the depreciation on the 
same basis, and that involved an increase in the deprecia- 
tion allowance from £12,000 to £13,000. On the face 
of the company’s accounts there was a profit for the year 
of £850. He had increased that figure by £5,000, but 
deducted the sale of investments. A profit was left, but 
after deducting certain other items and adding the 
increased depreciation, the adjusted loss for the year was 
£28,200. Again, in that year the company did not pay 
any dividend. 0 

The next company was what might be called the r 
company, the Pacific Steam Navigation Company. He 
produced the copy of that company’s accounts for the 
year 1926, and Mr. Pritt said that it was desirable that 
copies should be handed to the jury in order that they 
might follow the evidence. He added that the report 
consisted of ten lines of information which was mostly 
formal. There were four entries on one side of the profit 
and loss account, and two on the other. 

The witness stated that the accounts of the company 
for 1926 showed a profit, after charging depreciation, of 
£60,532. That sum was arrived at by taking the bal- 
ance available of £80,000, and deducting £20,000 brought 
forward from 1925. The net figure of profit for the year 
was £60,532. He estimated that the actual trading loss 
for the year, after charging depreciation on the usual 
basis, was £183,755. The difference between plus £60,000 
and minus £183,000 was £244,287. 

Counsel : How was that figure made up ?—Partly from 
the sale of vessels of £11,241, transfers from other accounts 
and sundry credit balances not required. Those three 
items made a total of £244,000. 

Do any of those items fall within the classification of 
reserves ?—I suppose the obsolescence account might be 
considered a reserve, and the £85,000 credit balances 
against which there was no liability would become a 
reserve. 

In that year a dividend was actually declared and paid, 
which absorbed £60,000 ?—Yes. 

Sir William McLintock then produced the report of the 
company for the year 1927, remarking that it was drawn 
up in substantially the same form as that for 1926. The 

fit for the year was almost the same, the actual sum 

ing £59,422. His view was that in fact there was a loss 

on the year’s trading of £160,748. The difference between 
the two figures was £220,170. 

Counsel: How was that made up ?—A profit on the 
sale of vessels £28,000, transfer from obsolescence account 
£75,000, transfer from miscellaneous reserves £32,000, 
surplus of income tax reserve £48,000, and sundry credit 
balances not required £35,000. 

The witness’s attention was then called to another 
subsidiary company, that of Robert McAndrews & Co., 
Ltd. So far as that company was concerned, he calculated 
the depreciation on a 20 years life basis. In 1926 the 
depreciation allowed was £75,000, and his own calculation 
was within a few pounds of that amount. In 1927 the 
company’s provision was £19,778. He, however, calcu- 
lated that the provision should have been £76,058. The 
company’s accounts showed for 1926 a loss of £52,973. 
His calculations involved a certain number of adjustments, 
but they were small. His figure for the adjusted loss 
for the year was £57,107. In that year no dividend was 
paid. In 1927 the company’s accounts showed a profit 
- of £9,778. He made one or two minor deductions, and 
the main difference was in to depreciation, which 
was as much as £50,000. The adjusted for the year, 
according to his figures, was £47,428. No dividend was 
paid by the company in that year. 

Counsel: Summarising the results of the you 
have gone into for the six 100 per cent. subsidiaries, do 
you calculate that 1926 showed a loss on the six companies 
of £213,669 ?—Yes. 

And 1927 showed a loss on the six companies of 
£169,606 ?—Yes. 

Witness agreed that in 1926 certain of the companies 
declared either dividends or bonuses amounting to 


— 


£151,000, whilst in the following year the amoun 
£425,000. The Royal Mail Steam Packet Company ee 
course, interests in concerns other than the 100 per cent, 
subsidiaries which brought in dividends. 

Counsel next referred to the accounts of the Royal Mail 
Steam Packet Company itself, and the witness stated that 
on the company’s figures for 1926, the balance to the credit 
of the profit and loss account, after charging debenture 
interest and depreciation, was £355,325. That was the 
surplus profit for the year. The balance for the year was 
£439,000. There were rents of properties amounting to 
£38,000, transfer fees £416, and a sum of £150,000 which 
was described as the transfer from reserve fund.” The 
total of those items was £628,000. To arrive at the profit 
for the year, it was to deduct the debenture 
interest of £63,000, £155,000 for the 5 per cent interest, 
and discounts and interest of £55,209. After those 
amounts had been deducted, there was a profit for the year 
of the amount already mentioned of £355,325. 

Counsel: On the face of the accounts there is the figure 
of £355,325 ; in arriving at that figure were transfers made 
from various unpublished reserves Ves. 

— they £175,000 from the income tax reserves )— 
es. 
And £550,000 from the E.P.D. reserve Ves. 

The other is the transfer of £150,000 appearing on the 
face of the accounts ?—Yes. 

Those first two figures of reserves, have they at any 
time, as far as you can ascertain, been disclosed on any 
published documents of the company ?—No. 

Was there in 1926 or in 1927 any disclosure of there 
being transfers from reserves to the profit and loss account 
except anything we may see on the face of the printed 
document ?—No. 

Was a substantial amount of those reserves free from 
any period prior to the end of 1926 ?—Yes, it was known 
that there was a very large sum free about the end of 
1923. 

The Judge that the liability in respect of 
Excess Profits Duty had been practically ascertained, and 
the witness replied that the accounting period in that 

ended in 1921. 

r John Simon said he would like the evidence of the 
witness on that particular matter to be given in rather 
more ific form. 

His ip pointed out that the witness had been 
dealing with the Royal Mail Steam Packet Company's 
reserves for depreciation. At the end of 1923 it was known 
that a certain amount would be excessive. 

The witness said that the provision which had been made 
by the company was in excess of the probable liability. 
Certain of his information had been obtained from the 
assistant accountant in the Royal Mail Steam Packet 
Company, who dealt with taxation matters. 

Sir Patrick Hastings said he would object to any such 
evidence being given. 

The Judge said the evidence was objected to, on the 
ground that it was only known as hearsay. He asked if 
the witness could give any information of his own know- 
ledge. Of course, the books of the company were in 
Court. If information was only to be given from actual 
knowledge, there would be considerable difficulty expeti- 
enced with regard to accountancy evidence. He ade 
that the witness had said that the provision was excessive, 
and he asked when it became finally known that such was 
the case. 

The witness said he thought it was some time in 1926 
or in 1927. Before that it was well known—— 

Objection was taken to the evidence, and the Judge 
said that when a Court was with accounts, it was 
impossible to apply the strict rules of evidence, such a 
when evidence was given by an eye-witness. 

Sir John Simon pointed out that the witness had said 
that something was well known,” and he was — 
to ascertain if there was any document which 
produced on that point. 

Sir William McLintock, continuing his evidence, — 
that in arriving at the true position of the Royal 
Steam Packet Company for 1926, he took into account 
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The Judge : Because you were reporting on the earnings 
of the company ? 

Witness : current He added that the 

transfer from the excess profits duty of £232,000 was the 

fund, which was not unnaturally drawn upon for the last that was made. The sum that was standing to the 

ofinsurance. That insurance fell into two classes. | credit of that account in the books was exhausted. It 

insurance was effected with the outside under- | was closed by the transfer of £232,000. The corporation 

writers, the was used to pay the premium, and in profits tax reserve he knew did not relate to 1927. He 

company naturally underwrote some did not make any detailed investigation on . 1. 

company underwrote a small There was no need for it, so long as he was sa that 

the item did not relate to the particular year. If he had 

5 any questions to ask, he put them to the officials in the 

the whole purpose of that company's offices, and they most readily gave him all 

he was asked to report on the information he sought in order to enable him to come 

his report was directed to that to a conclusion as to whether items related to one year 

or another. 
Mr. Pritt: So far as you have been able to ascertain, 


obtained for them. There was also a profit on the sale of the year, the company never treated it as a profit in 
of investments of £25,000. There was a total of £862,465, 1926 or 1927. In the latter year there were items relating 
which might be described as composed of items which to profits on the sale of vessels and the sale of premises. 
in his view did not relate to the trading operations of the The profit on the sale of vessels was £18,593, and on the 
‘ sale of premises £90,338. In his view items totalling 
: Of that £862,000, £150,000 does in £483,816 were not part of the profits earned during the 
the profit and loss account and the balance sheet ?—Yes. year. The amount shown in the company’s accounts 
But on the face of the profit and loss account and the was £489,880, and deducting the £483,816, left a balance 
balance sheet, none of the others appear ?—No. of £6,064, which for the moment might be termed the 
We started with your figure of £355,000 as the —_ Profit for the Lee. f 
shown for the year on the face of the accounts. If that Counsel: we come to the depreciation, I think 
is compared with your total of £862,000, does it show the company are charged £493,034, and the figure which 


that in your view the year 1926 showed a trading loss of 
£507,140 ?—Yes. 


Yes. 


a 
depreciation of between £60,000 and £70,000 
The actual 


Income tax reserve £120,000, E.P.D. reserve £282,780, 
and 2 profits tax reserve £32,905 P — Ves. 
The Judge asked the witness what he thought was the 
position in 1927, in regard to the excess profits duty and 
come tax reserves. 
witness replied that there was a sum appearing 
in the beaks of the company to the credit of the income tax 
account. There was transferred from it to the profit and 
loss account a sum of £120,000. He was not particularly 
foncerned in reporting on that matter, except as to whether 
the £120,000 related to the year 1927. He excluded it from 


After charging debenture interest and depreciation ?—_ 


the earnings of that year because it did not relate to it. 


ner ag ag taken, calculated on the usual twenty 

is, is £534,861, or a difference of about £41,000 ?—Yes. 
If that is marshalled with the £6,064, it shows for the 

moment a loss for the year on balance of £35,763 ?—Yes. 
In the figures is included the dividends and bonuses 


net actual distribution to the shareholders. &c., of the 
company in 1926 was £346,800, and in 1927 it amounted 


y 
in any year would be a statement of the earnings of the 


.be 


The difference between those two would give either 
rr 
a trading profit or a trading loss 7— Ves. 

Is that all perfectly clear in business and in account- 
ancy ?—Perfectly. 


Do I really understand that in such an account as 
that you would not bring in such things as dividends from 
investments ?—No, the term trading and profit and loss 
account is sometimes used a bit loosely as distinct from 
profit and loss appropriation account. 

In answer to questions, the witness said it was 


AveusT, lol. rr 
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arrive, item by item, at a perfectly accurate view ?—I had has the existence of any of these three reserves in 1927 
to deal with items on both sides of the account. ever been disclosed in any public document ?—The 
With regard to the insurance fund, you considered that figures, no, but there are the words on the statement. 
the company should be legitimately credited with a sum The Judge: The amounts have never been disclosed 
of profit which it had not in its own books credited to in any form on any published report or accounts ? 
itself, and the figure was £44,404 ?—Yes. He added that The witness replied in the negative, and he went on to 
there was also a profit on the sale of vessels of £6,093. state that in 1927 the surplus from the insurance fund 
Those vessels had been written down below what was was £10,000. However much the balance was at the end 
There is one other figure ee 
to take into account. Calculating 1 on the received from the 100 per cent. subsidiary companies of 
uniform basis you have always applied, if you compare £425,000 7— Ves. 
your figure for 1926 with the company’s figure, you find Of which £125,000 is in dividends, and £300,000 was the 
r — two Nelson bonuses ?—Yes. 
fo ?—Yes. | The witness was then asked to consider the accounts of 
g 581, the Royal Mail Steam Packet ager sey and its six 100 
and the company’s actual charge £620,747 ?—Yes. per cent. subsidiaries, and state what he estimated the 
It that difference be credited against the £507,140, trading results were for 1926 after charging debenture 
which you tell us was the trading loss for the year, it would interest, interest on loans, and depreciation. He gave a 
make the loss for the on the trading results of the total loss of £804,663, and for 1927 of £630,369. The 
3 rr | 
witness said that in the figure he had included the 
dividends received from all allied and other companies. | to £386,800. The difference of £40,000 was due to the 
The 100 per cent. subsidiaries contributed dividends in fact that in 1926 the dividend paid to the ordinary 
that year of £151,000. Proceeding, Sir William McLintock shareholders was less than that declared in 1927. 
dealt with the accounts of the Royal Mail Steam Packet Sir John Simon commenced his cross-examination by 
Company for 1927. In that year there was no transfer asking the witness whether business people and ac- 
from the public reserves. The total of the three items countants recognised the distinction between a trading . 
on the credit side of the profit and loss accounts was account and a profit and loss appropriation account, ö 
£787,000, and 1 charges for debenture and the reply was, Ves, they do. 
interest, there was a “shown profit” for the year of Sir John Simon: It is a perfectly well understood 
£489,880, as compared with £355,000 in the preceding He : j 
12 months. . 
Counsel: Did the company take sums of money from 
three reserves totalling £385,603 ?—Yes. 
a 7 
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usual to put the trading items first and then such other 
things as dividends from investments. It was not usual 
to publish details of the trading items, showing the 
expenses, except in total. In a trading account they 
would not get brought in such things as returns from the 
company’s investments. It would be limited to the 


The Judge: It ought to be limited to the earnings on 
the trading of the company as if it had no external 
investments Ves. 

Sir John Simon produced a copy of the accounts of the 
Royal Mail Steam Packet Company for 1926, and asked 
the witness to refer to the profit and loss account. He 
pointed out that the profit and loss account stated “ in- 


competent business man or accountant looking at the 
document would know at once that it was not a trading 
account, but a profit and loss appropriation account. 

Witness : No, it is not a trading account, but it is not a 
profit and loss appropriation account. 

Any competent business man and any competent 
accountant as soon as he sees that document knows it is 
not and does not purport to be a trading 


Do you 
accountant, looking at that document, would understand 
it to be the trading account ?—No, it is not a trading 
account. 


era 


| The witness had referred to the usual 
Sir William MeLintock: I said that I 
ee eee ee ee 
remembered that I was dealing with twelve differen 
groups, and the Royal Mail is only one. The method 1 
rene 


Judge suggested that the witness should be asked if 
there was any common practice followed in the matter, 
and Sir John Simon pointed out that he had not been 
inquiring what had been the of Lord Kylsant 
and his compan Lord Kylsant, in order to be conserva- 


of the Inland Revenue, which is 4 per — I think you 
served on the Royal Commission on income tax ?—Yes, 

One of the things which the Royal Commission on income 
tax considered was the diffi subject of the proper 
allowance for depreciation in connection with income 
tax ?—That is so. , 

Do you remember the evidence given on behalf of the 
e e 

not. 


more, having rd to the type of vessel, and the cost 
ee 


known to you in the records of the 
Packet Company which make you 


Is there an 
Royal Mail 


that in the present case 5 cent. is necessary 


and 4 per cent. is too little ?—Well, I can only tell you 


a total of £725,000. In addition 
realisation of investments of £25,776, 
ship realised £6,093 more than it stood at in 
Before ing depreciation there was a profit on trading 
of £35,106. total of those 2 — was £1,059,940, | 
and the depreciation charged for year was £620,727. 
The balance of £439,213 was the figure appearing in the 
profit and loss account. 

Counsel next referred to the depreciation which the 

r 

the trading of the Royal Mail Steam Company. 


twen 
one 


did. 
Sir John 


Witness replied that the answer was neither yes nor n. 
He had to have regard to when the ships were built and 


r age, and adopted the 
hy yout Site basis 00 being whet be thought was 7% 
g might have provided too much or too little. 
In more than one case when ships came to be sold they 


Fiss fress g Z eg Aeg r gag Bees Ga 1 


FA 


He 


436 Pere 
trading. = life. I made no charge in the case of vessels which 
ENR ‘all the Royal Mail group > ea 
t and all 
groups with which I dealt, 7 
Is it your view that a 20 years life, which is a 5 
per cent. basis, is the usual one ?—It is a very common 
I don't know whether you would like to answer the 
cludes dividends on shares in allied and other com- question. Is it your view that the 5 per cent. basis is 
panies.” There also appeared a reference to the rents of the usual basis ?—Well, the Inland Revenue basis is 4 per 
properties and other matters. He asked whether any cent., and the basis generally that has been followed 
ee 
5 per cent. 
it is only an account intended to show the result of the was usual. 
trading, plus the other things shown there. | The Judge asked the witness if there was any usual 
basis for the depreciation of vessels, and he replied that 
. he only knew of one that could be termed definitely 
the usual basis,” and that was the Inland Revenue basis, 
| which was 4 per cent. 
What you have been doing in some of your answers was 5 " g 
recasting or reforming this page of the accounts so that 
it would become a trading account ?—No. 
You were endeavouring to ascertain for the year 1926 | 
whether there would be a trading profit or a trading loss ?— | 
I was. 
r 
regard as the trading result of the year 1926 ?— 
trading result having regard also to dividends. I left in 
my totals, for example, the dividends which the Royal | 
Mail had received from other than the 100 per cent. Witness said that if it was assumed that a ship hada 
subsidiaries. I did not exclude them. —— rr 
Judge: You did arrive at what you considered | rate of 5 per cent. on the initial cost. On the other hand, 
Nr ee eer ere oe if the life of the vessel was estimated at 25 years, the 
ohn Simon said he had understood the witness Oe ne ae ee 
pn l ir John Simon said that the evidence on behalf of the 
deficit for the year, and Sir William McLintock | Inland Revenue before the Commission was 24 years and 
replied that that was so. the break-up value 4 per cent. That meant that there 
Whatever else this document is, it is not, and does not, | was no 3 to make provision for the 25th instal- 
purport to be the trading account ?—I agree. ment, because that would be provided by the scrap iron 
Because on the face of it it is bringing in some matters N ees ae a 
that would be no part of the trading account I agree. Co Ss Oe S tev eet. vent Sos Se 
His Lordship inquired whether there was anything to amount to off, in the sense that it was setting aside 
indicate whether the trading operations of the company more than — go be regarded as quite sufficient.—The 
for the had resulted in a profit or a loss. witness rep more than the normal. There might be £175, 
Sir William McLintock : No, it does not indicate it. | circumstances which would make it proper to write off 
The Judge: There is nothing to indicate whether the | 
trading operations resulted in a profit or a loss ?—That is | 
not unusual, my Lord. ything 
Sir John Simon said it might be that the document team 
5 would not give the information one way or the other, suggest 
and the witness said, No, it does not. 
Sir John Simon referred to a sum of £267,965, a wi 
in the accounts of the Royal Mail Steam Packet Com 4 simon said he would like a direct answer to 
for 1925, and which represented the dividends on « rand | the question, and inquired if there was oe known 
in allied and other companies. There was also income tax | to the witness in connection with the Royal Mail Steam 
reserve £175,000, and an E.P.D. figure of £550,000, making Packet Company and its fleet which made him infer that 
5 per cent. was necessary and 4 per cent. was too little. 
their cost. It was perfectly well known to him 2 9 
were built when costs were high. He did not pretend to g 
detailed and accurate knowledge of every ship the Royal 
Mail Steam Packet Company possessed. He examined 
Be : 
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Are you aware that, apart altogethe 
iation, there was a sum of £1,152,000 set asi 
Kylsant and his directors as a special reserve 
for depreciation 7— There was a sum. I have the details 
of the amount. 
Was this £1,152,000 over and above the 5 per cent. ? 
I have already explained I have not investigated the 
earlier years, when it was built up, but I think it might 
be taken quite definitely that it was over and above. 
It comes to this, that when you take the accounts of the 
company, and make such adjustments as you think 
U have not made any allowance at all, have you, 
dat there was this ial depreciation reserve 
of over one million sterling ? No. I think it is only right 
to say I made a complete report, and in that report I 
set out all that I have done, and how I arrived at my 
There is only before the Court a small portion 


that report. 
In your rt you arrive at a value of the fleet on a 
twenty year life basis ?—Yes. 

What was the total of the value so arrived at ?—The 
total of the twenty year life of the combined fleet was 
£15,212,598. 

Did at the same time ascertain at what figure the 
in the books ?—Yes, thirteen and a half 


the fleet had been written down in the 
a half million sterling below what it 
valued at even on a 5 per cent. basis ?—Even 
on the twenty year life basis. i 
you substitute a 4 per cent. basis, could 


what the difference be ?—More 


Simon remarked that even he could follow 
udge said he would like to know what the 
It was only a matter of arithmetic, but 

to work it out. 


Sir John Simon, resuming his cross-examination of Sir 
William McLintock, referred to income tax credits and 
E.P.D. reserves credited di es and loss account in 
1926 and 1927 with a view to showing that these sums had 
become available during those years and were not taken 
from old reserves. He said he understood that the sum of 
was transferred to profit and loss account in 
„and he asked if it were witness’ view that that sum 


b 


EIA 
8 


reason for putting it in his statement was 
not relate to the year 1926. Sir John Simon 
understand a sum being a reserve in the 
existed and was available in a period before 
Witness replied that that was what he 
to convey. Sir John asked in what year the 
75,000 become available first, but witness 
he could not say. 
r to trace the origin of this amount, Sir John 
a summary of the income tax ledger. In this 
referred to three items totalling £196,000 odd. 
was a figure of £121,237, representing 
m dividends paid; a figure of £5,190 
of £70,000 represen repayment of 
re was a uction of £18,960 from 
a balance of approximately £180,000, 
ee was that that £180,000 had arisen in 


regard to the tax deducted from dividends paid 
121,237), Sir John pointed out that it was the 2 
deduction to 


the company was enti 
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make when it paid the dividend, and nothing was more 
clear than that the company, when it did deduct such an 
amount, did not deduct it as an agent of the Government, 
but kept it. So that in the course of the year 1926 the 
company had got that amount and had not got it at the 
commencement of the year. Witness agreed that the 
company had got it by deduction. 

Coming to the amount of £70,000, Sir John secured the 
admission from witness that this amount was received 
during the year 1926. 

Counsel: Am I not right that each of these figures, 
whether plus or minus, arose within the year 1926 ?— 
These figures do undoubtedly. 

Mion eae The amount is just over £175,000 ?—That 

80. 18 
Counsel: Then it is the case, is it not, that £175,000 
and a little more was a credit in the income tax reserve 
account and £175,000 was transferred in the year 1926 
to profit and loss ?—Yes, that is so. 

Sir John then put forward some figures relating to the 
year 1927, with a view to proving the same principle. 
In the profit and loss account for 1927 there was a figure 
of £697,456, and he discussed the manner in which that 
figure was built up. One item was in respect of income 
tax, £120,000. It had arisen in a co ing manner 
to the figure mentioned in regard to 1926. Witness 
agreed that the income tax account was built up in the 
same way in both years, except that there was a large 

for a sum allowed from subsidiary companies in one 
year, and he did not know how that affected it. 

Counsel; Is it correct that in the course of 1926 the 
company received from the Revenue rather more than 
£175,000 on income-tax account, and that in the course of 
the year 1927 the company received rather more than 
£120,000 ?—That is so. 

Counsel: Is it the case that in 1926, the very year in 
which the company received the first amount of income 
tax, they transferred it to profit and loss account ?—Yes. 

Counsel: And is it the case that in 1927, the very year 
in which the company received another amount of income 
tax, they transferred it to profit and loss account ?—I am 
not so clear about 1927. 

Counsel: You are clear about 1926 ?—Yes, quite. 

Counsel said it was plain that new money had come 
to the company from Inland Revenue to the extent 
of £150,300 (tax deducted from dividends), and that in 
the same year in which they received it they had trans- 
ferred £120,000 to profit and loss account. 

Counsel: Then it would ap that the £175,000 in 
the year 1926 and the £120,000 in the year 1927 were, as a 
matter of fact, transferred to profit and loss account in 
the years in which they were received ?—That is so. 

Counsel: Assuming that these amounts fall into the 
hands of the com , they are amounts of a sort and 
character and kind which is distributable in dividends ? 
They form, that is to say, a portion of the credit which 
goes into the profit and loss account ?—Yes, the tax 
retained in effect makes the payment of the debenture 
interest less and provides a fund out of which dividends 
ay od og if you account to the Revenue for them. 

: If I compare the situation in that income tax 
account at the beginning of the year 1926 with the situa- 
tion at the end of the year, would it be correct to say that 
Lord Kylsant and the accountant were drawing money 
out or putting money in ?—The balance was greater at 
the end of 1926 than at the ing. 

Counsel: So that the reserve, so as that account 
was concerned in 1926, was increased? Ves. 

Discussing excess profits duty, Sir John asked if the 
same 
1926 and 1927. Witness said the composition of the two 
accounts differed. They had started building up the 
E. P. D. account year by year from the time the tax was 
im „ t.e., 1914. 7 

unsel asked if it were not a fact that that which was 
transferred to the profit and loss account in 1926 from 
E.P.D. account in the same sense was a figure arisi 
that year, or did witness think that it was an old 
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mn,” were disposed of for more than the value that existed in 
eh ar — ual, is that an indication to 
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down the ships too severely ?—I agree. herever the 
realised is in excess of the book value, it is an 
that the depreciation may have been too high. 
millions. 
— 
fifteen millions. 
Sir John 
ia that, and th 
difference w 
he would 
Sir John Simon: It would make the fifteen millions 
The Saige: Of course. 
Sir John Simon: And it would make the contrast | 
between that and the book value still larger ?—Yes. 
; old reserve. Witness replied that it was not his : 
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year the E.P.D. accounts were settled 
witness said he believed the very last 
was made some time in 1926 or 1927. 

Dealing further with excess profits, Counsel said there 
which gave rise to possible controversies 


were three things 
In the first place, there was the 


with the Revenue. 


The second matter of controversy, continued 
related to the allowance made to the company by 
respect of obsolescence. He 
great British shipping companies had 
and had built all the shipping they could during 


inted out that 


ce. He asked if the 


years 
„ and said that he was told that the obsolescence 
wance was settled in 1923. Counsel put it to the wit- 
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ipping companies, but to everyone 


, Counsel suggested that it was about 1926. Witness 


said that the final settlement may have been then. 


r of Taxes, and that the 


— 


Company and the Meat rts was £515,000 odd, 
If those figures were right, he said, it meant that it would 
be all wrong to imagine that in 1923 the 


settled. Witness replied that he had — 
ormation from a letter written by the accountants 
I, dated December 28th, 1923, to the company, 
letter stated that the writers had prepared an estimate 
the liability for 1920; that, taking the figures so far 
they were agreed with the Inspector of Taxes, together 
with the claim for deferred repairs, and making ample 
rovision for further adjustments, they considered the 
bility would not exceed £130,000. What was it, in 
that letter, asked Counsel, that Sir William McLintock, 
qualifying himself to give evidence in this case on the 
point, relied on ?—Witness replied that the amount 
provided in the books was in excess of the liability as 
estimated in that letter. ; 
Counsel asked if it were on this that the suggestion 
that the company were engaged in drawing on old reserves 
had been made. He asked if the witness was under the 
impression, before the case started, that the Royal Mail 
Steam Packet Company, in 1926 and 1927, were drawing 
on old reserves. Witness replied that he was. 
Counsel: In your deposition you say that the 
ht in transfers from old reserves. That was based 
on what you said in your report large transfers from old 
reserve accounts ?—Yes. 
Counsel: Are you now satisfied that, as regards the 
income tax contribution to begin with, it arose in the 
in which it was transferred ?—I am satisfied that 
was a sum which could fairly have gone to the credit 
of profit and loss account. 
1: Are you satisfied that the same thing is true 
about 1927 ?—For income tax, yes. 


17 


written by the Inland Revenue to the Royal Mail Steam 
Packet Company. The writer had said that it appeared 
that the ustment of the company’s liabilities was 
still so far from settled that he was nothing could 
be done in the way of appro a further interim repay- 
ment at that time. Counsel ed if witness would not 
now agree that, if the situation were as disclosed by that 
letter, it would be difficult to describe the funds as old 
free to be drawn from 


5 
i 
i 
E 


against the o 
£1,187,000, so that net liabi was, in round figures, 


£600,000, but they had pro £2,260,000 during the 
seven years. That was his justification for stating that 
the sum carried from that over-provision had nothing 
to do with the earnings of either of the years 1926 oF 
1927. 

Counsel commented that that was a very clear ex- 
planation, to which he would refer later, when addressing 


the jury. 

Counsel (continuing) : Remember that are testify- 
ing in a criminal charge. Is it your evidence that, # 
regards any transfer from E.P.D. account in 1926 or 1927, 
the company, at the time they had made that 
were consciously drawing upon what were asce 
be old, free reserves ?— Yes. 

Counsel: That is your evidence now ?—Yes. 


TSS 8 


F 


438 TE rr 
Witness replied that he had no information as to what 
4 sums were recovered in the year 1926 from the Inland 
i Revenue. 
. 
1 | 
A se 
ility of the company for E. P. D. calculated by reference 
to a pre-war standard, and working out the proper figure 
. for balance of profit in each year. He asked if witness 
could say in what year the Revenue had finally agreed 
. what the pre-war standard of the Royal Mail Company 
‘was. Witness replied that he could not, and added that | 
they had probably reopened the case again. 
Counsel said he supposed witness would agree that it 
would be a prudent thing for a company not to transfer 
: sums on E.P.D. account to profit and loss account until 
they knew they were safe. Witness replied that that 
; was why he assumed they had started in 1922. 
1, | 
the 
q d to 
icult days of the war, often at very high prices, to 
replace the tonnage that was being sunk. Consequently 
the Government had promised that they would in some 
way make it up to the shipping companies who had built 
the ships when prices were very high, by allowing them an 
allowance in respect of —— — SD 
se ment of this matter in the case of the Royal Mail 
: . ounsel : re you satis led now it Was à misappre- 
0 hension to suppose that there were figures finally settled 
It Was ac Y settied in „ DUt witness in 1923 in regard to E.P.D., and, on the contrary, that 
t he believed a very large proportion of the eee eee 
been admitted in 1923. —No, I do not agree. ; 
The third matter of controversy to which Counsel Counsel then referred to a letter dated March 7th, 1925, 
referred was that of the deferred repairs allowance. The | 
eg for seven years, having ended at about 
y companies had run their ships very hard 
E.P.D. period, without making all the repairs 
have been made in any ordinary peaceful year. 
consequence was that subsequent to the E.P.D. 
hey had incurred very heavy repair charges. He 
f it were not true that an arrangement was made 
e Government, although the E.P.D. period was 
nd although the repairs were deferred, whereby ong before. 
EE was made in respect of repairs. Witness itness said it was only fair that he should indicate 
replied that the Government had generally made an allow- — * — he had had in front of him when he had 
e ex L 
affected. Counsel If Witness Could say In What year | years. He emphasised that he was dealing current 
the Royal Mail Company had settled this matter with the | earnings. The Royal Mail Company had made pro- 
Government, and when witness replied that he did not | vision, during the seven years referred to, amounting 
know to £2,260,000 as the possible liability. The ultimate 
— io. iavitity was 1,779,000. 
; Counsel then gave an example to prove his point. Counsel asked in what year that was fixed. 
He referred to a letter, dated April 22, 1921, from which Witness replied that the matter was reopened and 
| he said it appeared that there was an agreement for the | finally agreed in 1927. He continued that they had 
f 1917, that £546,198 would be the agreed charge on | obtained an obsolescence allowance—which was set off 
E.P_D. against the whole of the Royal Mail group. The 
letter was from a firm of Chartered Accountants in Liver- 
pool, and stated that the computation of duty for 1917 | 
amount of the assessment was £546,198, in respect of | 
; which £545,875 had been paid on account. : | 
r 
expression Royal Mail * witness rep 
N that it referred ty the Royal Mall Company itself and its 
100 per cent. subsidiaries. 
) Counsel pointed out that if the £546,198 was settled 
finally in respect of the group, the Royal Mail itself would 
only get its portion of that. He went on to state that 
in 927 the Revenue, so far from agreeing the figure of 
ae eee £976,048. itness 
said he did not know that. Counsel then said that of the 
g £976,048, the proportion for the Royal Mail Steam Packet 


Sh? 8 SERS SAS BERSS RASFSERSRRE SSH SEASEP | 


— 
~ 


SAF RTF SKR 7 KEB 


S r S 


Aveust, 1931. 


THE INCORPORATED ACCOUNTANTS’ JOURNAL. 439 


— 


Counsel added that he would put questions on that 


matter to Mr. Stewart at a later stage. 
Sir John Simon said he would assume for the sake of 
t that a company in a bad year did draw upon old 
reserves and did assist to make its power to distribute a 
dividend by so doing. There was no doubt, was there, 
that if the reserves were free, they were legitimate subject 
matter for distribution? — Sir William said he did not 


know. 

They are undivided profits 7— Ves. 

When one speaks of a company as equalising or seeking 
to equalise its dividend, it means, does it not, that during 
the period of good years it does not distribute all it might, 
in order to assist it in the bad years ?—Yes. 

There is just one thing more. Will you look at exhibit 
59. It is called balance proof income tax reserves.“ 
As I understand it, these entries are in the books of the 
Royal Mail Steam Packet Company. I think this par- 
ticular exhibit has been prepared by Mr. Matthews. I 
think it will show an internal calculation as to what the 
reserve would be in any given year. It shows, does it 
not, that the only part of the income tax reserve which 
was regarded as surplus or free at the beginning of the 
year 1926 was £99,000 ?—That is: what that note would 
convey to me. The balance of it was owing. 

In other words, if you wanted to know what it was at 
the beginning of the impeached year 1926 it would appear 
that at the most it was £99,000. That is, after you had 
added the £50,000 in ?—Yes. 

Do you get a surplus reserve twelve months later of 
£208,804 ?—Yes. 

And that is after taking out in the course of the year 
„ le | over to profit and loss account the £175,000 ? 


iliam did not at first answer that question, and 


Sir William, “* from £99,000 to £208,000.” 
And that after drawing out £175,000 ?—I assume that 
though that statement does not show it. This is a 
ially compiled document, trying to show the true tax 


you do not know, the corresponding balance 
paper for the following year can't be found. It 
ns to be missing, but I we can find it out none 
independently of that. Look at exhibit 61. In 
the figure for surplus reserve £146,664 ?— 


F I cannot do 1927 because they have not 1 


2 


ts. 
John Simon, addressing the Judge, said he t 
might leave that particular of the matter. He 
other documents which he was going to put, but 
told the Court what inferences he drew 
ch had been produced. 

right: Yes, and, of course, Sir William 
us he had not gone into this aspect of the case, 
what interest would be was ascertaining the 

earnings.” + 
ohn Simon said he had really been considering 
not he could do justice and at the same time 
putting a more compendious question than 
had intended to put. He thought he could 
80. question had regard to the 100 per cent. 


e — 

very important represen 

really figures that are common to the Royal 
Packet Company and the subsidiary com- 


2 


l 
Ane 


+ 
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that I have been 

about E.P.D. and similar matters, though 

m with reference to the Royal Mail Steam 

pany, really are considerations that apply to 
I think that is a fair way to put it. 


So I need only put this further to You have 
pointed out that dividends were by these 100 
per cent. subsidiaries. Confining yourself to these sub- 
sidiaries, do you know that after paying these dividends 
the subsidiaries were left with very large reserves. I 
will, if you like, give you a figure ?—I was going to say 
that generally the result of the know I is that 
nearly all Royal Mail Steam — tambien have 
still got in their books very reserves. 

And when you say got in their books let us have it 
quite clear, this is not a case where anybody suggests 
that they are not honest records ?—Oh, no, not for a 


moment. 

In 1926 these 100 per cent. owned subsidiaries according 
to the document before me had a total reserve of 
£1,150,000, and in the year 1927 £1,100,000 ?—That is the 
aggregation of the reserves appearing in the books. 

Of the 100 per cent. companies only ?—Yes. I am 
doubtful if the ships are worth the money they appear 
at in the accounts. 

Mr. Justice Wright: Actually the existence of reserves 
depends on whether the assets are truly balanced on the 
other side ? 

Sir William : That is so. 

Mr. Justice Wright: They are not free reserves, they 
are not immediately realisable. 

Sir William : They are free reserves in the general sense, 
but it is all invested. 

Mr. Justice re = : All invested in ships ? 

Sir William: Yes. N 

Sir John Simon: You have had, Sir William, to con- 
sider with the holders of the second debentures whether 
8 not their second debentures are covered by assets 

es. 

I may take it, may I not, that with the appointment of 
the voting trustees, and the general publicity there has 
been, that for the time being at least there has been a 
depreciation in value if it came to a forced sale ?—Oh, 
yes, undoubtedly. 

Sir John Simon finished his cross-examination, and 
— Patrick Hastings then proceeded to question the 

tness. 

“We have been told,“ said Sir Patrick, that you 
conducted an inquiry into the affairs of the Royal Mail 
Steam Packet Company group.” 

Sir William: Yes, of a limited character. 

And did that take you a very considerable time? Did 
your inquiry take some time ?—Yes. 

During that time did you ever ask Mr. Morland for any 
uplanation of enything he dliliet did or Gi ant de a 
relation to his duties as auditor ? 

To this question Sir William replied No,“ and added, 
“I did not but my assistants——” 

Sir Patrick interposed by demanding “ will you answer 
my question.” 

The Judge said the witness was answering the question, 
but he appeared to be desirous of adding something. 

Sir William then said he did not meet Mr. Morland 
himself, but his assistant in the course of his work was in 
touch with Mr. Morland’s assistant, and he (Sir William) 
was furnished with documents. 

Sir Patrick: Did you personally ever ask Mr. Morland 
for any explanation, of any kind, of anything that he did 
or did not do? Sir William: No, I did not. 


Mr. A. T. Cason. 


Mr. Arthur Theodore Cason was then called as a further 
witness for the prosecution. 

Answering Mr. Eustace Fulton, he said that from 1913 
until May, 1931, he was chief accountant of the Royal 
Mail Steam Packet Company. 

Mr. Fulton: Were the company’s accounts from 1913 
kept in London under your supervision as chief 
accountant ?—Yes. 

Early in 1927 was a draft of the profit and loss accoun 
for 1926 prepared ?—-I think it was earlier than that. 

What date do you put it at — The rough draft are you 
referring to? 


~ 


ee 
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Sir John Simon then asked, Is not a fair inference from 
those two documents this, Sir William, that so far from 
drawing steadily out of this account and depleting it as a | 
_| matter of fact in the calendar year 1926 the free surplus 
Tteserve was substantially increased? — Les,“ - 
ility. 
In 
2 
the le 
red in 
That is in 1928 
That is right 
2 
1 Aries. | 
urning 
out, these 
E.P.D. are (anne 
Mail Ste: 1 | 
panies ? ” 
Sir William: Yes, they were settled as a whole—as 
one unit. 
It follo 
fas 
ve put 
Packet Co ' 
the group 
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_I am talking of the draft which followed u the 
estimate which you got out just before ?—I should think 
some time in March. 

Just look at exhibit 6, will you ?—Yes. 

That document is described as estimate 1926 ?—Yes. 

Is that the first draft that was prepared of the profit 
and loss account for that year ?—Yes. 

That is the estimate, is it, of the company's — 
and does it show that you are looking forward to a possi 
deficit of 41, 100,000 — Ves. 

Which would be increased by another £200,000 on the 
payment of a 4 per cent. dividend ? 

At this point Sir John Simon interrupted. Mr. Fulton, 
he said, had spoken of an estimate of the company’s 
trading. The document contained sundry receipts, 
including interest on investments. 

Mr. Justice Wright told Mr. Fulton that he ought to 
put the question precisely. 

Mr. Fulton (to the witness): Is there shown in that 
document an estimate as to what the company’s trading 
would be in the year ? 

Sir John Simon (again interposing): I am sorry to 
object, but that is a leading question, and as I understand 
from what has been said, it would also be a misleading 
question. Rangers.) 

The Judge: It would be better for the witness to say 
simply what the document shows. 

Mr. Cason : This document is an estimate of the trading 
of the company. The company is really 75 per cent. 
investment and 25 per cent. shipping, therefore it is 
reasonable to take the document as a whole. 

Mr. Fulton: And what does the estimate show ?—It 
shows a deficit of £1,100,000. 

Which would be increased by £200,000, I understand. 
— have an ordinary dividend there put at 4 per cent. 

es. 

How did you come to prepare that document, Mr. 
Cason ?—At the request of Lord Kylsant. 

When you showed it to Lord Kylsant upon October 4th, 
1926, what did he say to you, if anything ?—-He asked 
me what unpublished reserves we had got and how we 
could meet the deficit. 

When you showed the document to Lord K t, were 
those figures on the right-hand side—unpubli reserves 
and other things—upon it ?—I cannot remember. I 
think that they were not. 

The witness agreed that the figures in question included 
an item of unpublished reserves £600,000, and the total 
given was over £1,144,000. 

Mr. Fulton: Looking just below those figures, you will 
find on the same side of the document some figures which 
are written smaller. Can you tell me whether those were 
written in at the same date or at some later date ?—At 
a later date. 

Tell us what those figures resent.—Those are the 
details of the £600,000 unpub reserves. . 

Mr. Cason explained the inclusion of a certain figure 
by sa that during the war the company ran certain 
ships on behalf of the Government, and what was shown 
was the balance which remained out of the allowances 
which were made. 

Mr. Fulton: You have told us that Lord Kylsant asked 
you to ascertain what reserves there were. After you 

ascertained them, did you communicate to him what 
you had found ?—Yes. 

I notice an item bonus shares from Nelsons.“ How 
did you come to put that there ?—Lord Kylsant told me 
r 
one of the Nelson companies. 

The deficit being EI, 300, 000, when you came to make up 
the profit and loss account, what did you take from those 
reserves, if anything? How much was it ?—The figures 
were income tax £175,000 and E.P.D. £550,000. 

What is the total ?—£725,000 on those figures, and the 
reserve fund is shown separately in the printed account. 

Did you show that document to Lord Kylsant No. 

On whose instructions did you take those items from 
reserve and them into the profit and loss ?—On 
Lord Kylsant’s. 


. ——ů—j— 
—— 


Does the same book that you have got before you 
contain also the balance sheet for the company as at 
December 31st of that year ?—Yes. 

That is signed by Lord Kylsant as chairman and also 
by the 3 — company — Ves. 

Does it con auditor’s report signed H. J, 
Morland ” ?—Yes. 

The document that follows it is the final profit and loss 
account for the same year ?—Yes. 

Just looking at the details of the profit and loss account 
which you have there in the final form as prepared, do 
you find against the items auditors’ ticks ?—Yes, 

Do j ine know of your own knowledge who was the person 
who dealt with those accounts and put those ticks u 
them ?—I am not sure who made the ticks, the auditi 
was under the jurisdiction of Mr. McArthur, and I 
it was one of his assistants who made the ticks. 

Mr. Fulton observed that Mr. McArthur was one of 
Mr. Morland’s assistants. 

Continuing his examination of the witness, Mr. Fulton 
asked in what item were transfers from reserve shown in 
the profit and loss account. 

Mr. Cason replied that the £725,000 which had been 
referred to was taken from the item of the previous year, 
sundry balances. 

Sir John Simon: Might I just have that last answer 


Mr. Justice Wright: He says they were taken from 
sundry credits that appear on the previous balance sheets, 

His Lordship remarked that it was necessary to take 
note of how much of the evidence given the witness 
was evidence against Mr. Morland, how much 
was not. 

Mr. Fulton then referred the witness to the printed 
annual reports of the company for the period 1921 to 1925. 
He asked him to look at the reports for 1921 and 1922, 
and suggested that in each of them in the profit and loss 
account there was set out on the right-hand side an item 
of profits for the year, including dividends and so on. 

Mr. Cason agreed. 

Mr. Fulton: You find the word “ profit” being used 


In 1923 you find the words are the same except that 
the word “ balance has been substituted for the word 
profit ?—Yes. 

In 1924 the words are unchanged as from 1923 7— Ves. 

Looking at 1925, do you find in that year after the words 
allied and other companies the insertion of the words 
adjustment of taxation reserves ?—Yes. 

Answering further questions by Mr. Fulton, Mr. Cason 
said that in 1926 and 1927 the form of words used was 


gy ey from 1925. 
Mr. : On May 4th, 1927, was there a meeting of 
the board of directors held to approve of the profit and 
account for 1926 ? 

Witness: Yes. 

dai 
Mr. Morland was not No. 

Now look at exhibit 13. Was that the document put 
before the Board which is in effect the final form in 
which it went before the shareholders There might be 
some slight alteration. 

That is the document which was put before the Board, 
subject to alteration ?—Yes. 

Apart from the information contained in that document, 
was any other information given to the Board ?—Not in 
my presence. 

ere you present at the whole of the meeting ?—While 
the accounts were being discussed. 

Going now to year 1927, was an estimate prepared in 
the same way for that year as for 1926 ?—Yes. 

I notice that at the top of the right-hand corner is the 
initial K.“ Was it Lord Kylsant’s practice to initial 
documents in that way when they had been before him ?— 
Yes. 

That document now has in black and red 
it. Were they upon it when the document went 
Lord Kylsant ?—No. 
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Which figures were upon it when he saw it ?—Only 
black. 


57 hen did come, if you did, to write the red 
upon it ?— red figures are all at a later date. 

How did you come to put them there ?—I put them 
there as a check on what I had originally given. 

Continuing, the witness said that the figure £382,905 
covered three things. The income tax reserve of £200,000 
was originally stated in the final figure of £208,205. His 
(witness’s) final — was £108,935. The profits on the 
sale of H. W. Ne of £200,000 and depreciation were 
items that were not taken into account. 

Mr. Fulton: Having got out the final figures will you 
look again at the memorandum you prepared for the 
auditors ? 

itness : Yes. 

Was that prepared in the same way as the one you have 
already spoken about ?—Yes. 

On the second folio I find there on the credit side two 
bonuses of the Nelson Company amounting in all to 
£300,000. Is that right ?—No, it does not show that. 

They are there ?—Yes, they are part of the items 
interest on investments. 

What about that? Tell us in your own 
way.—The Nelson lines—H. & W. Nelson and the Nelson 
Steam Navigation Company—each declared a bonus, 
£100,000 in one case and £200,000 in the other, and these 
were taken credit for in interest on investments. 

In that year ?—In that year. 

In your estimate the one you have just produced was 
income tax reserve, &c., shown at £382,905. You have 
told me about it, and that the &.“ was in red ?—Yes. 

Did income tax reserve in that figure stand at £200,000 ? 
—No, at £120,000. 

What happened then ?—The other items which are 
just below interest on investments include corpora- 
tion profit tax, £32,905; excess profits duty, £230,000, 
which make up the £382,905. The actual excess profits 
duty was taken finally at £232,787 19s. Id. Were those 
items taken from reserve and put into profit and loss 

es. 

Upon your own motion or instructions Instructions. 

From whom ?—Lord Kylsant. 

Now just tell me the company’s practice with regard to 
iation.—The company’s practice was to write off a 
after twenty years life. Looking at exhibit 14, I 
there an item of £170,300 depreciation not already 


y was that ?—Because we had in the previous 
ilien off mone than the 5 per ent. deciation 

Was that how you had it in hand ?—We had in hand 
—— 1 

t o £170. was not 
taken in Ves. - 
have any con- 
versation with anybody about it ?—It was not necessary. 

Was there some discussion about that item ?—I don’t 
temember whether there was or not. 

You have told me that with to the Nelson 
£200,000 that that sum was put into the books and taken 
out again. Was that done by anybody’s instructions 
On Lord Kylsant’s. 

The witness was next referred to Journal E., and said 
he found an entry dated December 31st, 1926, with 


teference to interest on the £200,000. This was subse- 
quently cancelled. On another folio under date December, 
1926, investments in allied companies of £200,000 was 
again cancelled at a subsequent date. On folio 363 he 
found an item on the credit side under December, 1926, 
the sum of £200,000, 


Was it a sale to 
the Nelson Steam Navigation Company ?—Yes. 


With regard to both of these the whole of 

Se een eae held by the Royal Mail Steam Packet 
y ?—Yes. 

e have heard about the subsidiary companies. In 
fact, all the 100 per cent. subsidiaries were in the same 
position, namely, that the parent company held all their 
shares ?—Yes. 

Will you tell us now about the transactions by which 
H. W. Nelson was sold to the Nelson Steam Navigation 
Company how that came about ?—Lord Kylsant 
it desirable that the t company—H. & W. 
Nelson, Limited should be owned by the Steamship 
Company. It was therefore put to the Board in that way 
and arranged that the holding of the Royal Mail Steam 
Packet Company should be sold to the Nelson Steam 
ne SE HES AE NSS 

t. 

How was the price fixed ?—It was fixed at the par 
value of the of the shares which had been issued 
to the company. 

In 1927 was a general balance sheet and t and loss 
account prepared as before—have you the t that 
was put before the Court of Directors ?—Yes. 

And prepared in the same way as the others, showing 
the figures for the year, 1926 ?—Yes. 

Were you present at meeting at which it was 
produced ?—Yes. 

In your was anything said as to the movement 
from reserve into profit and loss ?—No. 

Mr. Justice Wright: Had the company made a profit 
on its trading? Was any question asked about that 
No, my Lord. 

Was no question asked about the sundry credits or 
the adjustment of taxation reserve No. 

Was no question raised on the balance sheet or the 
profit and loss account at all in your ing ?—Yes, in 
1927 there was. One of the directors asked, What do 
ä ²˙ il ˙ Pn a eee 

tor. 

Mr. Fulton: Who, Mr. Morland ?—Mr. Morland 
— The auditor said there was no technical 
0 


as that stated by Mr. Morland, or not 7— Ves. 

Was there any further discussion ?—No discussion on 

the accounts. fore this Lord Kylsant gave a short 

of how the 100 per cent. co ies had been 
doing, but that had no connection with the account 
other than to satisfy the question which I understood 
had been asked at a previous Board. 

The Judge: You didn’t hear it ?—I didn’t hear it. 

Mr. Fulton: You said something about Mr. Morland. 
Will you give us the conversation you had ?—Before the 
accounts went to the Board I went to see Mr. Morland | 
to see if there were any technical objections. I asked 
him that question. 

Mr. Justice Wright: Technical objection to what ? 
Did you just ask the question in that form, or did you say 
what the technical objection might relate to No, my 
Lord, I simply said technical objection,” and put the 


. Fulton : Did you indicate any part of the document 
him before asking the question ?—I pointed out the 


Mr. Justice Wright said that the question could not be 
put in that form. 

Mr. Fulton: Just point to the part of the document. 
you indicated to Mr. Morland. 

The J : What document was it you were showing 
to Mr. Mo: 


?—I haven't it, I am sorry to say, but the 
Mr. Morland contained figures 


= d rr w ( H ———————————————— —— ä —-— eee eee a 
— 3 
document before him. It was particularly in relation 
to the Nelson Line bonus. ö 
17. — 
item. 5 ö 
Mr. Fulton: Reserves ? a f 
Sir John Simon, interrupting: No, no. 
cancelled at a subsequent date. 
3322 od asked, „10 you fied there | document I 
0 com and asked, vou 
& profit on the sale of II. W. Nelson of £260,000 entered which particularly referred to the bonuses from the 
but not taken ? Ves. Nelson Company. 
— Perhaps vou could tell us about the sale of H. W. Sr 
any technical objections, then he gave you an 
answer ?—Yes. 
4 


OO 


— — ——— — — 


| 
| 
| 
| 
qq 
; 
| 
| 
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What was it ?—Simply that there were no objections. 

And then at the some director came to ask 
if there were any objections No, my Lord. 
All that the director said was, What did the auditor say? 

Had that reference to anything that had been said at 
meeting? How did he come to say, What did the 
auditor say?” He simply said that quite suddenly ?—Yes. 

And = repeated what Mr. Morland said ?—Yes. 

And the discussion continue on that, or did it stop ? 
Alt stopped. 

Mr. Fulton (continuing the examination): Well, you 
showed that document to Mr. Morland. What did you 
say ?—I said, I don’t like it.” 


F 


ee Nee 
ments actually ore ylsant at t meeting 
They bear his initial upon them.—Yes, after those docu- 
ments had been put before the Board in the ordi 

course they go before the auditors, and in their final form 
they bear upon them Mr. Morland’s signature. I have 
got before me the final form of the balance sheet for that 


present in the years 1921 to 1925. 
Was any information of that character given in your 
presence at any of those meetings No. 


I should like to know what it was. 

Mr. Justice Wright: I asked him whether any of 
the directors had ever asked if the company was earning 
— or not, and his answer was No.“ 


And ial credits in each year, when they arise ? Ves. 

This t begins in 1920 and ends in 1929 ?—Yes. 

Was that a document you kept for own private 
information ?—Yes. It was taken by Mr. McArthur to 
Mr. Morland, but whether he saw it or not I don’t know. 

At any rate, it was at the disposal of Mr. McArthur ?— 
Yes, it was, up to the end of 1926. 

The J : Then 


Can you tell me whether Lord Kylsant was aware of 
that ?—Yes. 

Did he approve of it, or no ?—Yes. 

Continuing, the witness stated that in April, 1928, he 
went away for his holiday. There was a document dated 
May 13th, 1926, which was headed Memorandum from 
the Accountant.” It stated that Mr. Morland had signed 
the balance sheet subject to approval of the alterations 
of profit and loss account as per rough proof attached. 

Mr. Fulton: Can you tell us what the contents were? 
Yes, it contained the alteration in the wo with 
reference to the item of dividends of allied 
companies less depreciation of freight, &c. 


is 
same, except that in 1923 you the word “ balance,” 
instead of “ D b e 
jt Kylsant required it to be alte 


You can remember that it was sub to his 
that it was changed Ves. 8 * 

I just want to deal with the question of the exchange 
of cheques between the Nelson Steam Navigation 
and the Royal Mail Steam Packet Company. I don't 
want to go into details as we already have them. Can 
ee ee t was done, if any. 

iy ?—Under the instructions of Lord Kylsant. 

r. Fulton: Will you now look at the letter dated 
May 18th, 1926. 

Sir Patrick Hastings: I understand that the evidence 

"Te: duster aes #f'¥en ws calle wae Te 
Justice t: You are quite right. I was going 
to say something on this myself. 

Mr. Fulton: All the e following relates to the 
prospectus in which Mr. Morland is not concerned. 

Referring to the letter of May 28th, 1926, addressed to 
the Chairman of the Royal Mail Steam Packet Co: , 
the witness said that this was from Barcla Bank i 
reference to their renewing the arrangement for the con- 
tinuation of the company’s overdraft of £300,000 for a 
further period of six months on the same terms as hitherto, 

Mr. : You will see it is quite clear that there is 
writing in manuscript in pencil at the bottom of the 
document with the initial K with reference to an 
application to the bank to make the overdraft £500,000? 
— Ves. Was that written subsequently to the date of 
the letter Ves, about six months afterwards. 

On December 3rd, 1926, continued the witness, a letter 
was addressed to Lord Kylsant Mr. Fisher, 
e Barclays Bank info 
that it been agreed to grant the Royal 
Steam Packet Company an additional £200,000 over- 
draft, £500,000 in all, and that they gathered 
it was the Chairman’s intention to pay the itional 
advance in three months from the proceeds of a public 
issue. There was another letter dated March 18th, 1927, 
addressed to the secretary of the Royal Mail Steam Packet 
Company which bore the initial K,“ and in reference to 

the same matter. 

Mr. Fulton: The next document to which I wish to 
draw your attention was called Memorandum to the 
Chairman.” Was that put before Lord Kylsant to your 
knowledge ?—Yes. 

You sent the original yourself to him ?—Yes. 

The witness referred to a number of other letters with 

to the £500,000 overdraft, and said he noticed that 

there was an extension for another three months granted. 

oe yan oe Be Foe holiday in 1928 towards the end 
of May or thereabouts ?—Yes. 

as you knew had an been done then in 

relation to the prospectus or issue mentioned ?—No. 

When you came back on June 11th, or about that date, 
did your assistant, Mr. Lewis, speak to you and show 
you some figures ?—Yes. 

When you saw that document was it in its present 
form, because I see some pense weeds adel 
top ?—The pencilled figures were not there. 

"sked by Mr. Fulton how pencil figures came to be added 
to the draft, witness said that they were in his hand- 
writing. He was called down to Lord Kylsant’s room in 
connection with the prospectus. Witness told Lord 
Kylsant that they did not use the word “ profits” in their 
accounts, but said balance.“ l 

And F — 
paragraph at once. It was prospectus. 

Did you have any other discussion with Lord Kylsant 
with regard to the preparation of the pros No. 

Witness agreed that the Royal Mail Steam Packet 
Company managed the Meat rt Company and 
Lord Kylsant was chairman of that concern. 

Were the accounts of that company under your super - 
vision as an accountant ?—Yes. 

Witness then produced a summarised profit and loss 
account of the Meat Transport Company from 1918 to 
1929. That showed a surplus or a deficit where there 
was one. It showed that the transfer from reserve wn 
£25,000 in 1926 and £25,000 in 1929. The transfer from 
the taxation reserve in 1926 was £87 500 in 1927 £25,251, 
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| 
ae 
What did he say to that ?—I understood him to say, 
Nor I.” 
year and the profit and loss account. With regard to 
each of these years, while I was present the accounts 
went before the directors, but no information was given 
: to them about these movements in the profit and loss | 
| 454610 | 
r. Justice Wright: Did none of the diréctors ever 
ask if the company was earning any profit or not ?—No, 
my Lord. 
Sir John Simon: I did not catch the witness’s answer. mis 
Mr. Fulton: Were 1 in the habit of keeping a sum- 
marised document of the details of profit and loss covering 
a number of years ?—Yes. I produced exhibit No. 21, 
F 
f N N year. Is that 
: t ?—Yes. 
Special debits in each year, if there are any ?—Yes. 
| 
| 
three years as the years came round ?—Yes. 
Mr. Fulton: From the years 1921 to 1927, to go no | 
: further, were there in each year special credits taken one I 
5 into account? — es. 
0 
ae 
Take 1922, do you find the same wording in the profit | 
ans Rayman na wate Sir ea eae 
that year is profits ? ’—Yes. | 
should be altered I can’t remember any. 
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Was Mr. Morland dealing with the accounts of that 

on behalf of Messrs. Price, Waterhouse & Co., 

the auditors as a firm ?—Yes. 

Who dealt with the accounts on behalf of that firm? 

——— who dealt with these 

In these two years, 

accounts ?—They were dealt with on behalf of the firm 

by the same staff who dealt with the Royal Mail accounts, 

and the signature is obtained of the firm, and whichever 

partner was available would sign the account. 

Who signed either of these documents ?—In 1927 the 
is Mr. Morland’s; I am not sure whose the 


— see. 
only appears as Price, Waterhouse & Company 


Witness also produced the Memorandum and Articles of 
Association of the company, together with the minute 
book. He had pre a document going back for two 


of the company to ascertain what the drawings of Lord 
Kylsant were in respect of his half per cent. commission. 
Mr. Cason said that he had prepared an account of the 


drawings for many years. 
i with regard to the drawings, witness said 


that in 1920 Lord Kylsant drew £48,377. In 1922 the 


figure was £23,376, in 1923 £26,045, 1924 £26,490, 1925 
£27,165. In 1926, when the dividend fell to 4 per cent., 
Lord Kylsant drew £3,000. In 1927 he drew £26,842. 
In 1928 there was a dividend of 5 per cent. declared and 


The voyage accounts appear to have been produced 
week by week or month month; which was it ?— 
Whenever the Court sat. 
Did you have a particular line of ships, and did you 
have the figures showing whether there was a deficit or a 
surplus on the voyage, and how much the vo would 
cost, and the figures for the previous year, so that they 
2 be compared 7 That —ç not embrace the whole 
company’s fleet, only voyages which are run 
transatlantically. 


— be omitted ?—The ship’s lying-up, for 
e were not likely to be earning profits, were they ?— 


Well, the whole Board had before them the summary 
the voyage account, stating, in the case of each separate 
whether the result was a deficit or a surplus and how 
stood with the voyage of the previous year ?—Yes. 
In reply to the Judge, witness said that he was not 
Present at the Board mee n 
Were discussed. He thought perhaps the Secre 
who was to be called to give evidence, could state y 
What happened at the meetings. 


THIRD DAY’S PROCEEDINGS. 


Mr. Arthur Theodore Cason was further cross-examined 

by Sir John Simon, who remarked, “One answer you 

A tetany. I would like to say, or to remind 

it at once, a question you were asked about the N 

the 1 of £200,000. I am looking at your evidence before 
Lord Mayor at the Guildhall and I see that you were 

i'd question about it, and this is what u said before 
Lord Mayor: It was decided that the Royal Mail 


— 


rda 
„of the Royal 


said. 

And that is correct ?—Yes. 

And the members of the may that 
not a matter which Lord n 
matter b t before the Court and approved by the 
— rs ?— 3 of Lord K vi 

ou are not that decision was 
ee Ee ee 
es. 

The Judge: Which year does this refer to? 

Sir John Simon : — — 

Counsel: When you spoke yeste „ your answer 
„ 
out, and the year of that was 1926 7— Ves. 

The matter that was carried through, and carried 
28 RCE FY oat Smee 

es. 


Witness went on to say, in reply to further 
that it was in the year 1927 that the one Nelson pany 
provided £200,000, and the other company £100,000. 

There is one further question I want answered on this 
subject. Tell me this. Had the two Nelson companies 
the money to pay the £300,000 in 1927 ?—Yes. 

Nineteen twenty-seven was a year when you had some 
conversation with Mr. Morland about something being 
techni correct ?—Yes. 

It is a bonus of £200,000 ?—Yes. 

See if your understanding of that is the same as mine. 
That would mean that the Nelson Company had at that 
time, having done exceedingly well, a very — fund 
which was available for distribution, and it might have 
been of by declaring a higher rate of divi- 
dend 7— Ves. 

And it declared an rate of dividend and the 
rest was declared as a bonus ?—Yes. 

It was never more than a name for a good lump of 
profits paid over as one thing ?—Yes. 

And this question does arise when the Nelson y. 
has shares in its books, whether it is technically t to 


. FE nus 
one 


S Bacto og 
t is not a 0 way, 
handing over a lump sum bonus 7— Ves. 

You satisfied yourself that that was technically quite 
correct ?—Yes. 

Witness agreed that the shares in the Nelson Company 
were owned by one shareholder, It therefore did not 
matter whether they divided the lump sum of profit in a 
lot of little bits or whether it was handed over as a lump 
sum. As witness understood the matter, the £200,000 
of the one Nelson company was distributabie profit. 
Instead of the distributable profit being distributed as a 
dividend of so much per cent., it was ributed in part 
by dividend and in part by a lump sum. 

And in the same way, other Nelson compan = 
over the £100,000 to the shareholders, the Royal 
Steam Packet Company, as a lump sum ?—Yes. 

Now I should like to ask you to go back with me a 
little because for some in this case in connection 
with the prospectus it be necessary for us and the 
j to carry our minds back to the year 1911. You 

Steam Packet Company since 1913, 
and you said that before 1913 you had been assistant. 
accountant. So I have in the witness box a gentleman 
who at the time was connected with the accounts of the 

Steam Packet — 1911 down to 
the time when you retired ?—Yes. 
the figures at the bottom of the exhibit which you 
— — out what dividends on the 


* 
and in 1928 £8,000. The transfers were brought forward Steam Packet Company should sell H. & W. Nelson, 
instructions of Lord Kylsant, and they appeared on | Limited, to the Nelson Steam Navigation Company. 
on the 
the balance sheet and were passed by the Board. Witness Lord Kylsant decided that, with the approval of the 
also produced the signed balance sheets of the company | directors’ ?” Witness replied that that was what he 
; 1927. 
I. 
the rs pri 
an 
00 ? 
e of 
; witness made provision in the books for Lord Kylsant’s 
half per cent. commission. 
— Did he in fact draw the amount he was entitled to ?—No. | 
—— ee wih te. 
did not in fact draw it No. 
Witness said that in 1929 there was in fact no dividend | 
declared and Lord Kylsant’s drawing did not arise. 
i to Witness was then cross-examined by Sir John Simon, | 
who asked: At meetings of the Board, the full Board 
were voyage accounts produced Ves. 
ene ee 
Wes during your time the policy of the Royal Mail 
as it your 
Coupe: — —— vidends, that is to 
say, to pay less than have been legitimate in 
3 8 
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prosperous times, so as to have a reserve in undistributed 
profits in less prosperous times ?—Yes. 

The Attorney-General took exception to that question, 
and Sir John Simon said he would put it in another way. 
He asked: Looking through this series of 22 years, and 
3 of Settonde, wes the peostion of 

company in more prosperous years to pay a smaller 
dividend than would have been possible, so as to have 
_— ibuted profit in years that were less profitable 

es. 

See whether you can help to confirm these The 
rate of dividend in 1911 was 5 per cent. Am I right in 
my information that in order to pay that dividend of 
5 per cent. £45,000 would be taken from profits .- Ves. 

It would be £45,000 gross ?—Yes. 

. 
for distri ?—Yes. 

How much more profit had the y in 1911 
which it did not distribute? How much did it add to 
the reserve fund ?—£40,000. 

How much in that year in addition did it pay to the 
insurance fund ?—£40,000. 

So that after it had paid all prior charges and all its pref- 
erence dividends, and after it had paid 5 per cent. on its 
ordinary shares in the year 1911 it increased its published 
reserves by £80,000 ?—Yes. 

If £45,000 is enough to produce a dividend of 5 per cent., 
£80,000 would be enough to produce 8.8 per cent.) Ves. 

And if we add them together in the year 1911, which 
was a prosperous year, if the R.M.S.P. had not followed 
the conservative policy of putting £80,000 of its profits 
aside and not distributing it, it might have paid a dividend 
of 13.8 per cent. ?—Yes. 

— eee ee 
year 1912, as the members of the jury could see from the 
prospectus, the rate of dividend was 6 per cent. That 
dividend would call for approximately £87,000. 

And is it a fact that all Lord Kylsant and the Board did 
in 1912 was to distribute to the ordinary shareholders, 
by means of this dividend, £87,000 ?—Yes. 

Could you tell me now much in that year was available 
‘for distribution if nothing more had been carried to 
will find that in that year there 
blished reserve fund a further sum 


figure. 

The result being that there was available in that year, 
2 £87,000 but £257,000, over a quarter of a million 

es. 

— —— ee 
Lord Kylsant and the Board might have distri not 
6 per cent., but 17.7 per cent. ?—That is so. 

In 1913 the dividend in fact declared was 6 per cent. ?— 


Yes. 
W 
—Yes. 
W 
es. 


ving kept things level in very difficult times, it 
was decided to restore the reserve fund again 7— Ves. 


With the result that instead of paying 6 per cent, 
— y might in that year have paid 7.8 per cent +" 

r Do realise 
that in the year 1913 Lo Kylsant and the company put 
aside out of distributable profits to reserve more than the 
total amount which distributed in dividends ?—Yes, 

Putting something aside for a rainy day, in fact ?—Yes, 

Witness went on to say that in the year 1916 the 
amounts available for dividend could have paid 18 per 
cent. when in fact 7 per cent. was paid, and in the following 
year, 1917, the dividend could have been 13.4 per cent., 
in 1918 11.8 per cent., in 1919 18.5 per cent., and in 
1920 17.7 per cent. 

It is quite plain that the practice of this company was 
this: that over a series of years when the cycle of trade 
gave prosperity, full advantage of that prosperity was 
not taken, but very large sums were set aside lest a worse 
day should come ?—Yes. 

And do you agree that such sums are set aside in order 
that they might be used when bad times arrive ?—Yes, 
Witness agreed that in 1921 when the dividend 
was 6 per cent. the divisible profit might have justified 

9.4 per cent. 

Sir John Simon: If in the year 1921 nothing more had 
been put to reserve, the result would have been that 
instead of their being only 6 per cent. the dividend might 
have been 9.4 per cent? Let us see what the situation 
was when the year 1921 began. In the previous ten years 
there had been added to the reserve funds, as I have men- 
tioned, very large sums ?—Yes. 

And in those ten years there has been an i 
free surplus on the insurance fund built up ?—Yes. 
In 1921, nothing was drawn from the published reserve 


fund ?—No. 
withdrawn from the insurance fund 


Was an 
No, I think not. 

Was there in fact £172,636 added to it in that year? 
Yes. 


And in that some special credits came in and 
these special excite, together with the trading of tho uiek 
allowed 6 per cent. dividend ?—Yes. 

In fact if £172,000 more had not been put into the 
insurance fund it might have been 9.4 per cent. Ves. 

In the year 1926 was there a drawing out of the pub- 
lished reserve fund of £150,000 ?—Yes. 

Although in the same the insurance reserve fund 
increased by £44,404 ?—Yes, that is so. 

So when you come to the year 1926, if you did not take 
8 the conservative practice of previous years, 
the di available could not have been 4 per cent. !— 


No. 

But only just under 2 cent. ?—That is so. 

His Lo ip remarked that as far as he had flowed 
the case there appeared to be certain years in w 
were no profits. There were no trading profits of the 
Royal Mail Steam Packet Company, although there were 
certain profits from investments. 

Sir John Simon said that there were two sources. 
There were payments—dividends from investments—and 


sums which might have been expected to be wanted to 


meet claims such as Inland Revenue and which were 
found in a given year not to be required. That really was 
the same thing as an addition to the profits for the year. 
If from the ing of the year it was ascertained that 
no claim w arise, then, pro tanto, the sum set aside 
was available for profit and distribution. An even more 
important point, strange though it might appear, was 
that in the difficu —— the company was receiving from 
the Revenue 2 22 
The Judge: Ves, t appears. 
rr 
ment before the Judge and the jury as he realised that 
it would be more convenient for them to follow a tabulated 
statement. He was not seeking to exclude from the case 
what had been called the E.P.D. and — 
He was not suggesting that they came into the 
now before the Court. That document was limited 
to the two published reserves. One was reserve fund 
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| 
out of profits of £130,000 ?—Yes, that is so. 
And there was also carried to the insurance fund a sum | 
4 
0 
| 
| 
| 
| | 
j Do I understand rightly that any increase at the end of | 
the year shown in the balance sheet of the insurance fund | 
means that that is in excess of what has been required | 
to meet claims Ves. | 
| In that year it would not have justified a dividend of 
5 oe 
ow in 1914 no dividend was paid ?—No. 
Witness agreed that no money was distributed in that 
‘year, but it was necessary to withdraw from the reserve | 
fund £200,000. In 1915 the money which had been 
withdrawn from the reserve fund was put back again. 9 
Was it also possible in 1915 to pay a dividend of 6 per | 
‘cent., and was that done ?—Yes. 
And that, as I make it out, that called for a sum of 
£198,000 7— Ves. 
And in addition £200,000 was put back into the reserve 
fund, and was £58,375 put into the insurance fund or 
added to the reserve of the insurance fund — Ves. 
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other the free excess which was continually growing 
heading of Insurance.“ In the table an 


loss account, instead of 
it to swell the dividend, it 
year to the reserves? 
the affirmative. 
Do you agree that the insurance fund is properly 
ibed as a reserve fund ?-—Yes. 

In 1912 a sum of £170,000 was carried to the published 
reserves, whereas only £87,000 was used to pay a divi- 
dend ?—That is right. 

Ik there has not been from 1911 onwards this constant 
increase in the reserves, the dividend that might have 
been paid year by year would have been more ?—Yes. 
| The document also shows the total amount of the 
insurance fund at the end of each year ?—Yes. 

I would call attention to the fact that in the course of 
the period from 1911 to 1927 it has grown from £300,000 
to 41,311,739 ?—Yes, that is right. 

In the balance sheet of 1927 it appears at £1,311,000 ?— 


Yes. 

The J inquired how much, way of dividend, 
could have been paid if the amount to the reserves, 
including the insurance fund, had been utilised for the 


72 of paying dividends. 

John Simon said he had not the in front 
of him, but it could be ascertained. He pointed out that 
in the earlier years, to which he had been referring, very 
large dividends could have been paid. In the later years 
the dividends which could have been paid would have sunk. 

Turning to the witness, Counsel said, This document 
does not contain on the face of it any of those sums we 
have heard of in 1926 and 1927, which were called Income 
Tax Reserve and ‘ E.P.D. Reserve’ ? No. 

Is not the reason for that that the sums which you 
find in those ledgers were really what I may call invisible 
undistributed profits. They were put aside and they 
2 
—Yes. 


. When it turned out that they were not wanted to meet a 
„they became undistributed profits ?—Yes. 
Am I right when I say that those income tax and E.P.D. 
figures were over and above the reserves mentioned in 
this document ?—Yes. 
Am I right when I say that these sums for income tax 
and E.P.D. have all been credited out of undistributed 


to further questions, the witness said he was 
fot in Court when Sir William, McLintock gave his 
evidence, and Sir John Simon said, In the course of his 
evidence, Sir William McLintock had pointed out to him, 
and agreed, that in fact £175,000 income tax brought into 
the profit and loss account for the calendar year 1926 
ee be, regarded os made up of sums which were received 


The witness said he was not clear on that matter, and | impo 


Counsel then handed him a of the income tax 
Mserves and called attention to an item of £121,237, tax 
from dividends paid. Counsel pointed out that 
Senses’ thet in the course of 1088, when, dividend 
Warrants were prepared, the company u pro- 
Pertionate amount of income tax, and did not pay the 
shareholders the gross declared percentage. 


The Judge: Tax is deducted from the dividend paid. 
That means that the company enters 5 per cent. as ha 
been paid, but actually pays 5 per cent., less tax, 
therefore credits itself with the balance. 

Sir John Simon: It keeps what it deducts. 

The J : It credits itself, and rightly credits itself. 
It is a deduction it is entitled to enter. 

Sir John Simon: It is what the law calls the propor- 
tionate amount. He went on to state that it sometimes 
happened that in a good year the co y received more 


Mere 
than it had to account for to the venue. In other 


— it ht get less. That credit of £121,000, to which 
had referred, arose from the fact that in the year 
dividends had been declared and warrants There 
was also a sum of £5,170 cash obtained from the Inland 
Revenue as a refund in that year. An additional £70,000 
in 1926 came from the Revenue in view of the fact that 
the Royal Mail Steam Packet Company was not making 
the profit it had earned in previous years. 

The witness that that statement was correct. 

Those three sums of £121,000, £5,000 and £70,000 are 
free credits which arise in the year 1926 ?—Yes. 

They amount to a total of £196,000 ?—Yes. 

If you are fortunate e to get back from the Inland 
Revenue something under E.P.D. account you will have 
to account to them for rather more in the way of income 
tax than you had hoped to do ?—Yes. 

It is an advan to the company on the whole, but 
they have to account for income tax on the difference? 
Yes. Witness went on to state that the deduction in 
1926 amounted to £13,000, and in 1926 the repayment was 
£180,000. It therefore seemed to follow that £180,000 
arose out of the year 1926 in the income tax account. 
In that year £175,000 was transferred from the income tax 
account to the profit and loss account. 

As a matter of fact, at the end of the year 1926, there 
was a larger credit balance in the income tax account than 
there was at the beginning ?—Yes. 

It is obvious that it is not a case of depleting some 
ancient reserve to transfer in 1926 sums which have arisen 
within the year 1926 ?—That is so. 

Sir John Simon said that he desired to address a scries 


. (Laughter.) It might be described as a panoramic 
1 thing one noticed about the document 
t of time it did not go so far back as 
produced, or as the prospectus. The 

the year 1911. He gathered that the 

large portion of his professional liſe 

with shipping, and asked, Have 

view entertained in that branch of 

that there is what is some- 

trade? The witness replied, 


to understand it, but it means 
in connection with such a 

„ that you do not 
by one bad twelve - 
months, but you get spread over a certain number of 
years a period of prosperity, a boom if you like, followed 
ily period which is one of depression. A sort 


unsel: There were some very prosperous years prior 

to 1920 ?—Yes. 

and conservative management 
would suggest that you should set aside a portion of your 
earnings for the year rather than spend it all in those 
times of prosperity ?—Yes. 
rr. 
rtance when one is watching the general to see 
that Dr might 

some return to greater prosperity - Ves. 

k for a moment at the published accounts of the 
Royal Mail Steam Packet Company for 1926, and turn 
to the directors’ report. It is there stated, For the first 
four months of 1926 there was a considerable increase in 
the quantities of outward cargo compared with the 


i. T1 = 
S| 
endeavour was made to set out year by year, from 1911 | 
ealise r 
y put together with the actual amount needed for that purpose. 
n the The dividends paid were set out in the prospectus. The | 
Ves. document also showed the increase in the published 
Ves. reserve funds. Turning to the witness, Counsel said, 
the 
3 per 
wing 
dent., 
1 
1 ?— 
— 
and 
year, 
the of questions to the witness on a very long document which 
: had previously been produced. It was, in fact, one of the 
first pleasures in the case which was introduced to the 
| jury 
| view 
was 
the 
latt 
wit 
in v 
profits 7— Ves. vou 
The position is that when in 1926, for example, there is | com 
brought in for that year £175,000 from the income tax | ti 
account, and £550,000 from the E.P.D. account, those | “ Yes.” 
sums have all been provided out of undistributed previous 
profits ?— Ves. 
Assuming when they are brought into the profit | 
and loss account and distributed that they are free, there | 
— AN 
— profits which are to be distributed 
a a | 
. — m 
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co period of the previous year.” Is that 
true ?—Yes. 


At any rate, the early part of 1926 had shown a most 
definite tendency to improve, and there was a considerable 
increase ?—Yes. 

His Lordship said it would not be of use for the 
witness to attempt to answer questions he really 
knew the answer. It appeared, however, that, so far as 
RR „ rn nena. 

Sir John Simon said that one would suggest that 

tleman who was the chief accountant and whose sole 

was to keep the records of the company’s pro- 
— telat perhaps have known a little more. 
The Judge pointed out that the witness only dealt with 


Counsel: Would this that is referred to here, this 
reference to the improvement at the of 1926, 
be reflected in the voyage accounts w went before 
the Board ?—Yes, but it only refers to outward cargo, 
and not to the whole business. 

—— Bi pea adiqemsany ad ge andyecad 
account, voyages were becoming more profitable, 
that would be reflected in the voyage returns before the 
Board ?—Yes. 

Counsel next referred to a document which, he stated, 
showed a deficit in 1921 of £900,000. By 1925 it was 
£570,000. The running expenses in one year were shown 
at E „ ee ee 
1922 were £922,000. deficit dropped in 1926 to 
£540,000, and in 1927 to £334,000. He added that in 
fact as they now knew, in 1929 there was another severe 
drop and, of course, the years 1930 and 1931 were “ off 
the map.” Of course, no one in 1926 or 1927 could 
know the state of affairs which would exist in subsequent 
years. In the reports of the company the word profit 
was not spelt “ prophet.” (Laughter.) 

Sir John Simon then produced a letter addressed to the 
witness from the Revenue regarding the allowance 
for E.P.D. The letter was dated March 7th, 1925, and 
stated, “It appears that the adjustment of your com- 
pany’s liability is still so far from settled that I am afraid 
that nothing can be done in the way of approving a further 
interim repayment at present.” On May 18th, 1927, 
more than two later, the Inspector of Taxes in the 
City wrote letter regarding the settlement of the 
E. P. D. payment. That letter stated, Final figures have 
to-day been seen, showing that the balance of E.P.D. 
to be repaid is £20,067. It is proposed to set this amount 
off against the over-repayment of income tax.” The 
letter further stated that the amount of E.P.D. repaid 
in 1926 amounted to £1,313,095. There were three repay- 
ments in 1926 and the last three were “ constructively,” 


„Who 
accounts. He that every year, and during the 


balance sheet and a profit and loss account. The auditors 
R mney rarer Re 
The Judge : 1 ma pea remem ines then 
the clerks came in ?—Yes. 
Sir Patrick : Up to that Mr. Morland 
would not come to office of the Royal Mail Steam 


—— 


vou and your t would a 
count fess er prepare a profit and loss 
next thing that happened was that the and 
loss account prepared would then E 
board of directors !—No. ities 
udge : ore Mr. Morland came on the 

Witness : Yes, before Mr. Morland came on the seme 

Sir Patrick ings: After that document was 
approved the of directors, then Mr. Morland 
would a at the office, go it, and, if he thought 
proper, certify it ?—After his had checked it. 

His Lordship said he understood that the practice was for 
2 an eae ae oe until after the 
account n prepared the witness’s department, 
The balance sheet and profit and loss account were drawn 
up and put before the Court of Directors, and approved 
4 Then the assistants of Mr. Morland came on 

scene. 

Sir Patrick Hastings: . to te 
how did the words “ adjustment of taxation reserve” 
come upon the balance sheet in that year in the profit and 
loss account ? Did Mr. Morland come to the office, and 
were there present, in addition to Mr. Morland, Mr. Lewis 
and yourself ?—Yes. 

was Mr. Lewis ?—He was my assistant accountant. 

Had the profit and loss account, as well as the balance 
sheet, been before the Board, and you had it to hand to 
Mr. Morland ?—Yes. 

Did Mr. Morland in that year state to you and Mr. Lewis 
that in his view the moment had arrived when it was 
necessary to indicate in the profit and loss account that 
the balance was arrived at after recourse to the E. P. D. 
reserves ?—I don't remember that Mr. Morland himself 
said that. 

Let me see if I can remind you. Take this document 
in your hands. That is an original document. So far 
as it is printed, did it contain the items which are brought 
into the profit and loss account for the year 1925 with no 
printed ?—Yes. 

Has someone written, in ink, the figures which appear 
in the profit and loss account ?—Yes. 

Who wrote those figures ?—I did. 

They are written in red ink ?—Yes. 

Po Peay amy which had been before the directors in 
1925, was there any reference to the expression adjust- 
ment of taxation reserve in print ?—Not in the print. 

The document which had been before the directors is 
the printed document ?—Yes, but it is in a slightly 
onthe printed. rds are precisely the the printed 

p words are same as 
words which appear in the final document without the 
words adjustment of taxation reserve ?—Yes. 

Has somebody written in, in that document, the words 
adjustment of taxation reserve ?—Yes. 

Is it written in ink or in pencil ?—In . 

In whose handwriting is it ?—I it is Mr. 
Morland’s. 

Have you the slightest doubt that at that meeting 


between yourself, Mr. Lewis and Mr. Morland, in the year 


1926, Mr. Morland said, after perusing the balance sheet, 
which was put before the directors, that, in his opinion, 
the time had come when the notification that the E. P. D. 
reserve was — drawn upon should be indicated to the 
shareholders ?—I do not remember dealing direct with 


Does not that bring it home to your mind that it was 
done at the meeting between you, Mr. Lewis and Mr. 
Morland, and that he said something to this effect, that 


share- 
holders that the E.P.D. reserves were to be called ant 


.| and he there and then, in wrote it out in 


of you ?—I am sorry, I have no actual recollection. | 


SS FS ZS me *sek a8 Fe & Pere See eee wo ese & 
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| 
: 
| — . ———rrrß————— — 
— V! . ; 
That meant that British exports were going up ?—Yes. | 
| I am not responsible for this report. 4 
I dare say you remember what happened in the month 
of 8 general strike. 
indica of recovery was necessarily uncertain 
and speculative — Ves. 
9 
| which meant they were set off against something else 
You could not, having those letters in mind, have told 
anybody that the E.P.D. was settled in 1923 ?—No. | 
/ The witness was then cross-examined by Sir Patrick | 
| ee Mr. Morland in this connection, but there is no doubt tha 
year, the books of the company were kept by the regular | it is Mr. Morland’s correction. 
accountancy department of the Royal Mail Steam Packet It was made in your presence, wasn’t it ?—I do not 
Company under the witness. The witness agreed, and | remember it. 
said that about the month of April in each year the clerks | Do you notice that it is not even put in the right place 
of Messrs. Price, Waterhouse & Co. came in to check | in the balance sheet ?—Yes. of 
| the accuracy of the books. His department prepared a Mr. Morland wrote in, in pencil, “ adjustment 
| 
| 
| acke mpany a . e represen ive OF Messrs 
Price, Waterhouse & Co. would check your figures, 
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If Mr. Morland tells us that was so, you would not be 
in a position to dispute it ?—No. 

Is it within your knowledge that Mr. Morland never 
gaw Lord Kylsant at all on these occasions at any time 


I think he did at times. 

I must ask wanes 20 cy sen See There were some 
nnn . Morland was also auditor? 
Yes. l 

In connection with these accounts of the Royal Mail 
Steam Packet y, I suggest that never did Mr. 
Morland see Lord Kylsant at any time. Are you able to 


confirm that, or don't you know ?—I do not know. 

You said yesterday, speaking about the time when you 
saw Mr. Morland regarding the bonus, and asked him whether 
there was any objection to it, you stated, “I do not like 
it,” and you understood him to say, Nor I’’ ?—Yes. 

I do not quite know what you mean by “ You understood 
him to say.” Sup Mr. Morland tells us that he 
never either formed a or 1 — view about 
the matter, are you to y it?—I should say 
he was mistaken. 

You are not sure whether he did say “Nor I,” or 
not ?—I cannot give you any help. 

You said, I understood to say, Nor I.“ Does 
that mean that you may have misunderstood him ?—It 


is ble. 

Patrick then referred to property which the 
company had sold, and the witness agreed that an item 
of £90,000 represented sales of properties in Barbadoes 
and this country. 

The Attorney-General then re-examined the witness, 
and called attention to the document which had been 

uced by Sir John Simon, and also the accounts of the 

yal Mail Steam Packet Company, going back to 1911. 
The document produced by Counsel the defence, he 
said, showed that in addition to the payment of £45,000 in 
dividends, £80,000 was transferred to reserve. The 
accounts of the company for that year showed on the 
debit side of the profit and loss account what the company 
was doing with that money. There was an entry of 
“insurance fund account, transferred to credit £40,000,” 
and also “reserve fund transferred to credit £40,000.” 
He asked the witness whether anyone, looking at the 
accounts for that year, would see plainly on the face of the 
document that the company had put aside £80,000 to its 
teserves. The answer was Ves.“ 

Would you turn to the rt of the directors. That 
states after making provi for depreciation, trans- 
2 to the reserve fund, £40,000 to the insur- 
ance fund, and ing the payment of the dividend on 
the preference stock, the Court recommend a dividend of 
5 per cent., less income tax, to be paid on the ordinary 
stock ?—Yes. 

Of course, for a company like this, the insurance fund 
is an important matter, is it not ? Ves, if you take some 
of the risks. 

If you are going to write in the market, it does not 
matter whether you have it or not, but if you are writing 
some of your own risks, you must have a fund ?—Yes. 

His Lordship said he understood that the practice of 

company was to insure 100 per cent. i total 
loss, and 75 per cent. i other losses with outside 
underwriters. That wo not come into the insurance 
fund at all. The premiums paid to underwriters would 
be an ordinary disbursement of the company. 

Witness : In the earlier years it was dealt with in that 
Way. In later years a transfer has been made, and the 
Premiums have been deducted against the fund. 

The Judge: As I understand, you kept an account of 
De fund, and that would show the amounts that you 

ive appropriated to the insurance fund and the amounts 
3 aa. 

udge: But you always kept the surplus, and it 
Was added to from time to a ?—Yes. 

The Judge: Why did you do that? Do you know ? 
Was it to guard against the possible contingency of some 
Very heavy loss or losses occurring which you insured 


yourself, or was it simply as an extra reserve fund The 
Practice was to charge a certain percentage in the voyage 


accounts which more than covered the premiums which 
were paid out, and more than covered the risks which we 
had to meet. 

The Judge: They more than covered the losses you 
had to make good ?—Yes. 

The Judge : And the result was that there was a gradual 
accumulation ?—Yes, my Lord. 

The Attorney-General asked whether the appreciation 
of the insurance fund was due to a deliberate intention to 
increase it, or caused by the fact that the company took 
a certain percen , and credited that amount constantly. 
He understood t the company would debit every 
voyage account with a certain amount for insurance. 
The witness said that was correct. 

How did you arrive at the ?—I took a percentage. 

A percen of what ?—Of the book value, but 

nerally of insurance value. In most cases the 
nsurance value was higher than the book value. 

What percentage was it ?—Three per cent. until recently. 
Three per cent. is much too high. 

Too high ?—Yes, now. 

The Judge: The cost of repairs is not what it was ?— 
That is so. 

The Attorney-General : From the beginning to the end, 
and from 1911 onwards, was the 3 per cent. the 
that was always adhered to ?—Yes, until a good deal later. 

In answer to further questions, the witness stated that 
the 3 per cent. was made for a period of some- 

like 40 years, safety at sea had improved so 
mu Sas © pee eet. wen Sat te be ee ee 

The Judge: It was a traditional figure ?—Yes. 

The Attorney-General: And in 1922 it came down to 
what ?—About 2 per cent. 

The amount for insurance premiums worked out 
automatically at 2 to 3 per cent. ?—Yes. 

F 
premiums incurred for outside insurance from fund 
and also to debit it with the costs of any claims which 
had to be met under the company’s own insurance. 

The Judge inquired if the company had had very 
heavy losses in any one year, say, running into hundreds of 
thousands of pounds, which it had to meet itself, and the 
witness replied that the risk was largely covered under 
the general average. 

The Judge remarked that 75 per cent. would be covered 
outside, but 25 per cent. might mean a substantial amount. 

The Attorney-General referred to the accounts of the 
company for 1924 and 1925. In the first of those two 
years the insurance fund stood at £1,215,000, and in the 
next it had risen to £1,256,000, or an increase of £41,000. 
He inquired whether that was due to the automatic 
result of the operation of the 2 per cent. rule, or whether 
it was due to a deliberate increase of £40,000 to the fund. 
The witness replied, “‘ It would be automatic.” 

In the 1912 accounts it is stated Profit for the year 
after providing for depreciation of the fleet, &c., and 
including dividends and bonus on shares in steamship and 
other companies. A bonus is mentioned. What was 
that bonus ?—If my memory serves me, it was a bonus 
from Elder Dempster & Co. 

Look at the report attached to the accounts. There, 
again, it says, After making provision for depreciation, 
transferring £130,000 to reserve fund, £47,000 to insur- 
ance fund, £5,000 to the pension fund, and deducting the 
amount of the half-yearly dividend on the preference 
stock, the Court recommend the payment of the usual 
half-yearly dividend of 24 per cent.” Everybody con- 
cerned is told all about it, are they not? Ves. 

Take the next year. Look at the profit and loss account. 
Do you find there the transfer to the insurance fund of 
£37,000 ?— Yes. 

Do you find that the transfer to that fund is £37,000, 
and the claims on the fund £27,000, and therefore the 
fund has gone up by £10,000 ?—Yes. 

There, again, it is for everybody to read, and it is again 
mentioned at the bottom of the report ?—Yes. 

In 1914, £200,000 was used. is not surprised in 
that critical year, but it is all set out there for anyone to 
see, and it is mentioned in the report Ves. 
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The next year it goes back again, and it is all set out 


for anybody to see, and mentioned in the report Ves. 


So that anyone looking at the report would be able to 
see in one of these years what the insurance fund was, and 
what the general reserve was ?—Yes. 

And omitting for the moment any question of secret 
reserves, you see in 1926, as compared with 1925, although 
they had drawn on the general reserve to the extent of 
eee ee ee 


es. 
His Lo inquired how the insurance fund was 
represented. as it in the form of assets? Was it an 
outside investment, or was it included in the value of the 
properties of the company ? 
0 It was not represented by outside assets, my 
The Judge: It was balanced by the valuation which 
upon the assets on the balance sheet. 
Attorney-General : In a company like this no par- 
ticular fund has earmarked assets. It is the account in the 
books, and the general assets of the company are re- 
sponsible ?—Yes. 
The Judge: But some companies have outside invest- 
ments. 
The Attorney-General: It was not so in this case 
That is so. 
Probably the insurance fund would be in ships, or 
GWG 
— 0 


Sir John Simon: It would not be earmarked. 

The Attorney-General: Taking the general balance 
sheet for the year to December 31st, 1925, anybody 
ne at that could see reserve fund EI, 600,000 

es. 
Compare that with 1926. You see that the reserve 
fund has now become £1,450,000, having been drawn upon 
to the extent of £150,000, and the insurance fund has 
gone up ?—Yes. 

That is available for anyone to see ?—Yes. 

In addition, you can see the profit and loss account 
for the year ?—Yes. 

The document put in by Sir John Simon had no 
whatever to the reserves which do not appear as in 
the balance sheet ?—That is so. 

The other reserves would appear, if they are in the 
WWW 

es. 

The Judge remarked that somebody had produced a 
document called income tax account reserve,” and he 
asked whether the annual balance on that account would 
be included in the heading of sundry balances.” 

The witness replied in affirmative. 


sundry balances 
The Judge said that the item of sundry balances ap- 
r eee 1911. 
asked what was ineluded in the item in that year. 


The Attorney-General, his re-examination, 
commented that the point by Sir John Simon 
was a very important one to bear in mind. He went on 

the build-up of the reserve in various years. 


in respect of „ accounts not closed, and 
debts owing by the y. including loan from bankers, 
totalling £2,602,302. tt included, amongst other 
things, various reserves. He asked witness to assume 
that the E.P.D. reserve which figured in that total at 
that date was £390,277. The accounts for the following 
year showed that the sundry balance item was £2,842,440, 


| 
: 


figured at £110,277. He asked whether, in the course of 
the year 1926, there were repayments of E.P.D. by the 
Revenue, amounting to £330,000. 

Witness replied that he had not the details. 

This matter was left to be dealt with later by Mr. 
Matthews (assistant accountant to the company), who 
gave evidence subsequently. 

The Attorney-General was proceeding to ah 
thetical question, based on the figures relating to EB. B. 
when Sir Patrick Hastings (Counsel for Mr. Morland) 
raised an objection, and said that it was going too far 

t a leading question on hypothesis. He asked 

Lordship not to allow the witness to be asked to make 
mathematical calculations on assumption. The 
could be obtained accurately from Mr. Matthews later. 

His Lordship, who commented that the Attorney- 
General had not completed the question he was intendi 
to put, said it might be that Mr. Matthews could give 
the evidence required, but that there might be some ques- 
tion of principle involved with which the Chief Accountant 
could better than Mr. Matthews could. 

Sir John Simon said that he felt in a sense neutral about 
this, but recalled that, on an intimation from the witness, 
he had refrained from questioning him on the E. P. D. 
figures, expressly because it was stated that Mr. Matthews 
could deal with the matter with more intimate knowledge. 

r 
as E. P. D., but merely wanted to show the figures of 
one year compared with the figures of the next year. 

His Lordship closed the incident by stating that if it 
were obj that hypothetical questions were not 
desirable, he would give the Attorney-General an oppor- 
tunity of recalling Mr. Cason later if desired. 

The Attorney-General, continuing, said that income 
tax in the years 1926 and 1927 was at the rate of 4s. in 
the pound. A 5 per cent. dividend represented a payment 
of about £700,000; if the company were paying over 
nominally £700,000, they could deduct from it at the rate 
of 4s. in the pound, and retain that deduction, i.¢., a 
deduction of one-fifth. In 1926, however, the dividends 
ee i ene ae eee ar ee 
amounted to £650,000 ; deduction of one-fifth 
amounted to £130,000. In that — if they debited 
the company with the payment of £650,000, they must 


automa credit the company with the one-fifth, ic, 
£130,000. position that arose, therefore, was that 
the more they paid in dividends, and the less they paid in 
taxation, the was that automatic credit. 


Witness lo 

His Lordship commented that this was a curious 
anomaly ; when one first recognised the fact, it impressed 
rr 

The Attorney-General was asking witness whether, as 
a matter of accountancy, he could represent on the profit 
r 
holders and debenture holders the net re 


be most objectionable in the eyes of any accountant, and 
that if he (Sir Patrick) were putting it to a witness, the 
Attorney-General would be standing up to object. 
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The Judge: That would be one of the items that go — 
or 
point, however, Sir Patrick Hastings again objected, — 
witness hest an udge sal reply | said that the question was a leading one and one with — 
to the question could be given later. eS He suggested that the ketey 
. Before the resumption of the re-examination of Mr. | question which the Attorney-General was putting wo 
Cason, after the luncheon interval, his Lordship asked what 
sort of items were included in the phrase “sundry balances.” | 
i Witness said it would include amounts for return tickets 
t still to be availed of, deferred rebates, and passages which The Attorney-General said he had simply meant to 
had been prepaid but not yet availed of, and the unpaid | point out, as in fact he was asked to do, that in that sense 
coal accounts, stores accounts, and provision accounts. | the income tax reserve did arise in the course of the year. 
| Dealing with the insurance fund and general reserve 
: | fund, he said that whereas in 1921 the former had stood 
| at £1,022,000, at the end of 1927 it was £1,311,000—an 
increase of almost £300,000. At the same time, the general 
From the balance sheet for the year 1925 there were items | reserve fund had been £1,600,000 in 1921, and it was 
| £1,450,000 at the end of 1927. So that considering the 
two funds together, they had increased to the extent of 
| £150,000 between those two years. Those, he said, 
would be a" in favour of the company. 
Witness le 
The Attorney-General asked what was the position 
2 a to the undisclosed reserves as between 1921 
1927. N 
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Witness replied that they were much reduced. 

The figures were quoted as follows: E.P.D. Reserves : 
1922, £100,000 ; 1923, £100,000 ; 1924, £330,000 ; 1925, 
£300,000—-Total, £830,000. 

Income Tax Reserves : 1923, £450,000 ; 1924, £350,000 ; 
1925, £250,000—Total, £1,050,000. 


Other figures were given as follows: War Contingency 
rporation Profits Tax Reserve, 


some £2,800,000. 

In the years 1926 and 1927, the E.P.D. reserves were 
£550,000 and £232,000 respectively, making £782,000. 
Income Tax Reserves were £175,000 and £120,000, making 


£295,000. The Corporation Profits Tax Reserve was 
£32,000. These amounted to more than another million 
pounds, so that reserves amounted to £3,800,000. Thus 


there had between 1921 and 1927, over 
£3,800,000 from the secret reserves, and it was legitimate 
the disclosed reserves 


Questions were then 


was £1,180,000, and the insurance fund £1,051,755. 
This totalled £2,231,000. 


or unpublished it is true to say that during those 
seventeen years (1911 to 1927) were made to 
? 
Witness: Yes. 


Mn. A. H. Men. 

Mr. Alexander Hugh McGill (chief accountant to the 
Pacific Steam 1144 12 9 „ one of the 100 per 
cent. subsidiaries of the R.M. P), then gave evidence, 
and was examined on behalf of the Crown Mr. Pritt. 

Witness stated that, at any rate from 1921 to 1927, 
Lord Kylsant was Chairman of the company, and witness 
eed statements showing the summarised profit and 

accounts of the company for those seven years. 
This statement showed the total deficit in each year. 
For example, the figure for 1921 was more than £725,000. 
Particulars were also given in the statement of the divi- 
dend paid for each year to the R.M.S.P. and the deficit 


of the Pacific Steam Navigation Company before that 
dividend was paid. In all years referred to, with the 
exception of 1921, there had been a trading profit, before 
deducting depreciation, but when depreciation was 
deducted, the figures showed a trading loss in every year. 
The depreciation figures were the amounts actually 
charged by tue company. ‘I'he basis of the depreciation 
charge was roughly 5 per cent., i. e., ing a life of 
twenty years, but he agreed that the depreciation charge 
had in fact been a little more generous in some years. 
In 1923, for example, there was a substantial excess. 

Counsel said that provision was made for depreciation 

in 1926 and 1927, but he asked witness whether, having 
to the actual value of the fleet at the end of 1925, 
and the written down value, there was any real need to 
apply depreciation in 1926 and 1927? 
itness: None whatever. 

Counsel: If the right way to 
1926 and 1927 would be to cancel 
tion, there would be a real tradi rofit in each of those 
years—a re of £144,000 in the one case and 
£196,000 odd in the other ?—That is so. 

He that in 1921, £100,000 was taken from the 
de re account—the account to which money 
had been p during the war to bear the cost of subse- 
quent repairs which would ordinarily have been done 
earlier but for war conditions. ; 

Counsel: In 1926 and 1927, money was taken from 
taxation reserves. Were they free before they were 
taken ?—As regards 1927, that was the final clearing up 
of the whole thing. j 

Witness uced extracts from the P.S.N.C. minute 
book, which recorded, among other things, that Lord 
Kylsant (then Sir Owen Phillips) was appointed chairman 


a true picture of 
debits for deprecia- 


in 1920, that shortly afterwards a special meeting was 


held at which he was reappointed, and that a year later 
it was resolved that he should no r be subject to 
annual reappointment. There were other minutes year 
by year showing that the Board had approved of the 
dividends and the annual reports and statements, and that 
generally Lord Kylsant was present and had signed the 
minutes as Chairman. 

A further statement produced by the witness related to 
published reserves. He also produced the reports of the 
directors of the company for the years 1926 and 1927. 

Sir John Simon, cross-examining, referred to an item 
in the summarised profit and loss accounts, relating to 
the capital surplus on ships. He asked if that represented 
profits made on certain ships which were sold for more 
than their book value. 

Witness agreed. 

Sir John Simon asked witness to say, as an accountant, 
that when a ship was sold for more than its book value, 
the balance was distributable. 

Witness replied that unquestionably it was. 

Answering Sir Patrick Hastings, Mr. McGill said that 
included in the profit and loss account for the year 1926 
was a sum of £148,000 from the obsolescence fund. 

He agreed with the evidence given by Lord Plender 
that there came a point at which accountants might think 
it right to give shareholders some notice of these drawings. 
The accountants of the Pacific Steam Navigation Com- 
pany were the firm of Harmood Banner & Sons. 

Sir Patrick : You would agree with me, would you not, 
that this firm is one of the bi and best-known firms 
of accountants in the whole of Liverpool ?—Yes. 

Do you notice that the words in the profit and loss 
account for the 1926 are these: Balance for the 
year before providing for depreciation of fleet ?—Yes. 

You notice that Messrs. Harmood Banner did not 
think it necessary at that time to give notification of the 
transfer from the obsolescence account ?—Yes. 

You notice they give a certificate that, in 3 
the balance sheet is properly drawn up so as to ibit a 
true state of the company’s affairs ?—Yes. 


that, 2 speaking, if the 


———— 
sss, 
ee 
£40,000 ; Fleet Depreciation Fund, £444,000. 
Witness agreed that these various reserves totalled | 
had — = * 
Sir John Simon 
Sir John Si pointed out that the prospectus gave 
the figures from 1911 onwards, but the Attorney-General | 
had dealt only with the figures for half the period covered | 
therein. | 
— asked by the Attorney-General | 
concerning the bonus declared by the Nelson Companies, | 
amounting to £200,000 in one case and £100,000 in the | 
other, in 1927. He recalled previous questions concerning | 
the difference, a bonus and a dividend, and asked whether | 
dividends were usually paid in cash. Witness replied | 
that they were. He added, in reply to further questions, | 
es eee on . ee Se eI 
cash that had passed was repaid in taking up other shares 
The Attorney-General : All in the same week Abou 
a week. 
Sir John Simon: Was the cash repaid to the same | 
company ?—Not all of it. | 
Asking further questions arising out of the re-examina- | 
rr 
N Nr 1911 and 
927, after providing for all taxation, depreciation of . 
| the fleets, adding to the reserve, and so on. If, he said, 
the reserve referred to there was the published reserve | 
fund, was it true that there was a great addition to the | 
reserves between 1911 and 1927 7 
Witness: Yes. 
* Sir John Simon asked whether in 1911 there was * : 
as substantial unpublished reserve, and witness replied | 
that there was not. . 
Sir John Simon: So that whether it is the _ 
His Lordship said that 9 to know what | 
the unpublished reserve was in years 1921 to 1924. 
1— — replied that he would deal with 
ter. 
In reply to a further question by the Attorney-General, 
the witness said that the unpublished reserves were 
exhausted. 
s,s — 
Palace transferred fro 
eliminated there would be no balance. 
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He also that it was stated that the auditors 
offered themselves for re-election. 

Sir Patrick: And do you notice, if you turn to the 
balance sheet for the next year, that the offer of Messrs. 
Harmood Banner was apparently accepted by the 
company ?—Yes. 

Mr. Justice Wright remarked that Messrs. Harmood 
Banner did not appear to have offered themselves for 
re-election for the year after that. 

Continuing his answers to Sir Patrick, Mr. McGill said 
that the equally distinguished firm of Messrs. Peat became 
auditors in succession to Messrs. Harmood Banner. 

Sir Patrick: In 1927 was there again a transfer from 
this obsolescence account ?—Yes. 

A drawing upon the obsolescence account for the pur- 
poses of this account ?—Yes. 

Are the words on the statement for the year ending 
December 31st, 1927, Balance for the year before providing 
for the depreciation of fleet ?—Yes. 

And again, in that year did Messrs. Harmood Banner 

ive a certificate in precisely the same form as they did 

r 1926 ?—Yes. 

Mr. Justice Wright: Had this company any unpub- 
lished reserves ? 

Mr. McGill: Oh, yes, my Lord. 

Mr. Justice Wright: Where do they appear on the 
general balance sheet ? They must be there somewhere, 
or your accounts would not balance, would they ? 

Mr. McGill: Until they are definitely cleared up, some 
of them would appear in the debts owing by the company. 

The Attorney-General, re-examining, asked if it was 
not correct that these matters would appear on the left- 
hand side of the sheet as debts owing the company. 

The witness that that was so, and said that if 
they appeared here they would come in as current 
vo 


Sir William Jowitt: You were asked some questions 


about Messrs. Harmood Banner offering themselves for | Vea 


re-election. Do you see anything funny about them 
offering themselves for re-election 

Mr. McGill: No, it is quite the usual thing. 

Sir Patrick Hastings (interposing) : It was only because 
the Attorney-General in opening that it was 
ee ee ee en ee 
wishing to miss any joke that was being made. 

The Attorney-General: Let me say at once that I do 
not come to this Court to make jokes. I was suggesting 
that to ask for re-election at the hands of a body of people 
from whom you are concealing part of the truth was not 


an honest * 

Sir Patrick ngs: My question was directed to 

exactly the same point, that Messrs. Harmood Banner, 
i whom the Treasury make no at all, 
did precisely the same thing as was done here. 

te eee e 
had been made against the firm in question the 
Treasury. The Attorney-General in opening, he gathered, 
„ ee ee ee oe Ar 
officers of the company, representi elected 
shareholders. “Twas to blame,” said his Lordship, 
because I very foolishly said that they did not offer 
themselves for re-election in 1927.” 

Sir William Jowitt: The suggestion was made a few 
moments ago that, in making that observation in my 
opening speech, I was attempting to make a joke. 

Sir Patrick Hastings: Really, Mr. Attorney, I must 
object. 

Mr. Justice Wright : Now, Mr. Attorney and Sir Patrick, 
don’t let this discussion continue, let us get on with the case. 

The Attorney-General, resuming his examination of the 
witness, asked what was the number of shareholders of 
the Pacific Steam Navigation Company ?—‘“ One,” 
replied Mr. McGill. 

Sir William : Who ? — Royal Mail Steam Packet Com- 
pany. 

Who was the chairman ?—Lord Kylsant. 
And was Lord Kylsant also chairman of the Royal 
Steam Packet Company ?—Yes. ] 


And so far as you know did Lord Kylsant 
material facts ?-Yes. yisant know all the 


Mr. W. A. WIIINdrox. 
Mr. Walter A. Willington, secre and 
countant of MacAndrews & Co., tak. os of the tas — 
cent. subsidiaries of the Royal Mail Steam Packet Com- 
pany, SS a I ＋N Ng the affairs of that. 
concern. — 0 0 com „ he said 
was Royal Mail House, but it was A fk 
pool. Among 


company in the year 1920, over and above depreciation, 
there was no less than £180,745 which otherwise might 
have gone as distributable profit, devoted to the 
writing down of ships ?—That is so. 

So that from the year 1920 the fleet of this 
stood in the books at a much lower figure ?—Yes. 

As a result of that, if you happen either to sell a ship 
or to lose a ship and claim insurance in respect of it, you 
will make a profit, because you get more than the book 
value of the ship ?—It necessarily follows that if you 
ce eee eee 

t. 

Run your eye down the column for 1922. Do you see a 
figure £84,021. Is that profit on the sale of ships ?—Yes. 

On how many ships ?—Two ships. 

Sir John said that looking at the details for 1920, he 

noticed that the profit on voyages had gone up by over 
£100,000, and he suggested that that was a very good 
r for the company. The witness agreed. 
Sir John: One way of dealing with it would have been 
ee ae eee let us 
distri it.” The other way is to say, Let us put it 
aside because there may be a time when we shall be very 
glad to use it.”—Yes. 

The witness said he quite agreed that the company 
_ pursued a very conservative policy of not distributing 
Sir John: I don’t know whether conservatism is a 

thing in finance, but there seems to have been a good 

of conservatism about this company. 

Mr. Willington : This company certainly has been very 
conservative. 

Sir John: And Lord Kylsant was chairman of the 


Mr. Willington : Yes. 

Mr. Pritt, re-examining the witness, — if it was 
not correct that in 1927 the sum written off for depreciation 
was only £19,000.—That was so. 

Mr. Pritt then suggested that if the depreciation in fact 
of the vessels was proceeding as fast in 1927 as it was in 
1926, the actual diminution in value would, of course, 
be approximately the same. 

Mr. Willington, replying, said that that company had 
depreciated at approximately 5 per cent. per annum. 

Mr. Pritt said it was a fact, was it not, that the depre- 
ciation of * was provided 2 4 the . 
or earnings of 1927, and partly out of the recei 
earnings or prudent provision of earlier years.—The 
witness . 

Mr. Tuomas Surrn. 

Mr. Thomas Smith, chief accountant of David Melver 
& Co., Ltd., of James Street, Liverpool, was the next 


witness. He said that he had prepared the accounts of 
that company since 1918, and during that period Lord 
Kylsant been chairman. He produced an exhibit 


which showed, he said, in form, the profit 
and loss account of the company for the period 1916 
to 1927. 

Mr. Eustace Fulton, the witness, said he 
would not trouble to deal with the years before 1921. He 
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the Memorandum and Articles of the company and a 
| statement prepared from the books of account showing 
| profit and loss and reserve accounts from 1918 to 1927. 
Sir John Simon, cross-examining: Just a question on 
exhibit 82. Take the year 1920 and run your eye down 
that column. Two-thirds of the way down you come 
| across a figure £180,745, labelled as depreciation extra 
over 5 per cent. Does that mean that in this shippi 22 
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asked the witness if the document before him showed a 
deficit for the year 1921 of £16,840.—Mr. Smith: Yes. 

And in that year does it show that the company brought 

neral reserve into account £35,000 ?—Yes. 

In 1922 does it show that there was a deficit of £7,418 ?— 
Yes. 

rr 

ral reserve £25,000 ) — Les. 

In 1923 was there a surplus of £2,858 7 — Ves. 

And did the company bring into account for the purpose 
of paying its ordinary dividend that year, from taxation 
reserve, some £20,000 ?—Yes. 

In 1924 was there a surplus of £22,852 ?—Yes. 

And nothing was brought in that year from any reserve ? 
—No. 

In 1925 was there a deficit of £29,458 ?—Yes. 

And did the company bring in from taxation reserve 
£20,000 in that year ?—Yes. 


r tat in 
1927 there was a surplus, and nothing appeared to have 
been t in from reserves. 

Mr. ton asked if it was not correct that over a 
number of years, beginning in 1919, the accounts of the 
company were put before the Board and considered and 

ved by them. 
r. Smith said he had not got extracts going so far back 
as 1919. His extracts on February 8th, 1921. 


Mr. Fulton: Lord Kylsant, as I understand it, was | * 


chairman of the company during that period, but in fact 
he was not present at any of the meetings except the first 
one, of February 8th, 1921. 

Mr. Smith: It would be according to the record of 
attendances. 

At the request of Counsel, Mr. Smith a further 
exhibit, and Mr. Fulton asked if it con the directors’ 
report, balance sheet, and profit and loss accounts for 
the years 1926 and 1927. 

Mr. Smith: Not the directors’ report, it contained the 
accountants’ re . 


Mr. Justice : It seems to be coun 
. — right tersigned by 
Sir John Simon, : You have been 


cross-examining 

to hand down to me the minute book, and I am 
just at the occasions when accounts were con- 
sidered. Except on the one occasion when Lord Kylsant 
was present, and took the chair, as I make out, the gentle- 
man who usually took the chair was Mr. Charles 
stone.— Yes. 
„„ 
es. 
nner 
es. 


It bears the name of one of the best-known and most 
r 
es. 


— Hormood Benner were the accountants ? 
es. 


Should I be p eens has Sy se 
conducted — 


on very conservative ?—Yes. 


Mr. C. G. Matruews. , 
Mr. Cyril Gordon Matthews, assistant accountant of the 
Royal Mail Steam Packet Company, said he had been 
employed in the accountancy department since 1918. 
From 1921 with the 
taxation matters, both in connection with the 
Steam Packet Company and the Meat Transport. 
Sir William Jowitt : Did you have the delightful task of 
with excess profits duty and income tax ?—Yes. 
Sir remarked that he the witness would be 
the Court understand the com- 


witness went on to say that he and a had 
on the balance sheet relating to sundry reserves. 


On the instructions of Sir William Jowitt, he consulted 
the general balance -sheet for the year ending December 
Zist, 1921. The table, he said, showed a total of sundry 
balances amounting to £6,279,000. 

Sir William asked witness to look at the figures for the 

1922. 

The witness agreed that sundry balances there appeared 
at £5,042,000. 

Dealing with the figures for 1921, the witness said that 
excess profits — was put at £816,527, income tax at 
£762,431, defe repairs £425,147, corporation profits 
reserve 434,420, war conti reserve £45,050, 
exchange reserve £54,563, premises reserve £30,000, and 
Government charters reserve at £63,937. 

Sir William Jowitt asked if the sum total of those 

eS ee ee ee 
m up. 
Sir William said he would call it 22,232,000, and it 
could, of course, be checked. 
with the following year, the witness said that 
the exchange reserve had gone down to £34,000, and the 
remises reserve remained at £30,000. The item for 
vernment charges had become £3,900. 

Sir William Jowitt : Just run on, will you, to the year 
1925. Do you see there the excess profits duty figure as 
at December 31st, 1925, was £390,277 ?—Yes. 

And on the corresponding date of next year, 1926, the 
excess profits duty figure stood at £110,277 ?—Yes. 

You will observe that there is a difference of £280,000 ?— 


es. 

If I look to see what happened in the course of the 
1926 I shall find, shall I net. that £550,000 went out of the 
reservoir to profit and loss account ?—Yes. 

Sir William asked the witness to explain how it was 
that starting out with £390,000, and with £550,000 going 
out of the reservoir in the course of the year 1926, they 
still had £110,000 at the end of the year. The witness 
said that they had £330,000 in cash coming in from the 
Revenue during the . i 

Sir John Simon: Is that received in the year 1926 ?— 
Ves. 

The Attorney-General : Let us start this way, if you will. 
The year 1925 concludes, and there is a balance of £390,000 
standing to the credit of the excess profits duty reserve ? 
Yes 


In the course of the year 1926 that reserve is augmented 
in certain ways and drawn upon in certain ways ?—Yes. 

It is ted because there are in the year 1926 
payments from the Inland Revenue, or repayments, of 
£330,000 ?—Yes. 

So I start my sum by adding £330,000 to £390,000, 
which is £720,000 ?—Yes. N 

This sum is depleted in the course of the year 1926 to 
the extent of £550,000, which is taken to the credit of 
profit and loss account ?—Yes. 

That leaves £170,000 ?—Yes. 

And £60,000 is attributed to one of the subsidiaries ?— 
Yes. 

And that leaves £110,000 ?—Yes. 

The Attorney-General : By looking at this table, there- 
fore, we can see on the various dates as we pass the mile- 
Pr 

r each year what was brought in, and then we shall be 
A That is the position, is 

—Yes. 

Mr. Justice Wright : There was a payment of £330,000. 
F . 
previous years in respect of excess profits duty 7 Ves, 
my Lord. 

The Attorney-General: Now as to the building up of 
the fund. Never mind from where it was obtained. 
What was the last payment that was made to the credit 
of the excess profits duty reserve ?—£125,000. That was 
credited to the account in 1921. 

Is that the figure which I find here as a special debit 
in the year 1921 ?—Yes. 

Sir John Simon: You used the expression that it was a 
repayment from outside. It is a transfer ?—A book entry 


- Se ....080oooooowoa@»S 9 eee 
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In 1926 there was a deficit of £21,481 — Ves. 

And did the company bring in from taxation reserve | 

£16,273 ?—Yes. 
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Sir William Jowitt : This is a complicated subject. 
I want to consider for a moment building up of the 
fund excluding payments to the Inland Revenue. 

Sir John: I thought you asked what was the first year 
in which a payment was made, and I t you did not 
mean payments from the Revenue.” It is a transfer, 
of course, from another ledger. The witness said that 
was so. 

The Attorney-General: I meant to ask the last date 
when any credit transfer was made which went to the 
building up by the augmentation of this fund, and the 
answer you gave was that £125,000 was credited or trans- 
ferred in the year 1921 ?—Yes. 

When that sum had been paid, what was the sum total of 
the credits which had been placed to this fund? 
£2,260,600. 

Now will you turn to exhibit 56. Does that show your 
figure of £2,260,600 ?—Yes. 

The jury will realise, of course, that these are not pay- 
ments in a sense of payments to outside people at all, but 
the various credits or transfers to that fund date from 
1915 to 1921 ?—Yes. 

So you built up a fund of £2,260,600 ?—Yes. 

Now we come to a very different question. I want to 
ask you as to payments out of that fund to the Inland 
Revenue. How much in respect of excess profits duty 
was paid to the Royal Mail Steam Packet Company ? 
I will ask the question this way : For the purpose of excess 
profits duty you had to group together the parent company 
and the various children, didn’t you ?—Yes. 

I want you, if you can, to allocate such part of the 
repayment as represents the liability of the parent, the 
Royal Mail Steam Packet Company, and how much was 
paid to the Revenue, taking it for the whole period—the 
amount really paid to the Revenue out of the £2,260,600 ? 
—£1,179,287. 

Sir John Simon : this is an extremely complicated 
matter, and I am sure that the learned Attorney-General 
will not mind me saying that this is a figure about which 
I am raising no question. I understand that it was 
before we come to obsolescence and repairs—it is purely 
E.P.D. ?—Yes. 

Sir William: And if I subtract that figure from the 
— 1 of the fund, I get please check me—£1,081,313 ? 
— Ves. 

May I take it then, sub to a more careful of 
these figures, that the total of this fund is £2,200,000 odd 
£1,100,000 has been actually paid over to Inland Revenue 
and £1,100,000 represents credits and transfers standing 

the credit of the fund ?—Yes. The last instalment 

i ing 1919. 
of all with the £1,100,000 which was 
never paid over, but which stands as a credit to the fund. 
Was £300,000 of that credit utilised and put to the invest- 
ment and depreciation account ?— Yes. 

Can you give me a date for that ?—1921. 

rr ee 
over has now been reduced to £800,000 7 — Ves. 

And how was the rest of that £800,000 used ?—£800,000 
is rather a nebulous sum. It just happened. 

I agree it is not a precise , but do you know what 

to it in the end ?—In the end it was taken to 


and loss. 

We will check it out in detail year by year. Now of the 
£1,100,000 which had been paid over, the last part of it 
being paid over in 1919, what part of that was repaid— 
how much of it ?—Over £800,000. 

Now can you give me the dates on which these repay- 
ments were made ?—I am not separating these pa ts 
for the parent company from the repayments for sub- 
sidiary companies, the repayments for the whole group 
being 1,370,000. In February, 1923, the amount was 
£500,000 ; in January, 1924, £300,000; in June, 1924, 
£250,000 ; in April, 1926, £73,133 ; in July, 1926, £50,000 ; 
and later, in July, 1926, £180,000, and in May, 1927, a 
final payment of £20,067. 

Mr. Justice Wright : What is the total of those figures ? 


The Attorney-General: Of which, I gather, £800,009 
represents the parent company repayments ?—Yes, 

Sir John Simon : I thought this gentleman had given a 
number of figures of repayments representing a sum of 

Sir John: And 1 2 eae 

r John: t the earlier figure which 
indicated I would was E.P.D. £1,100,000 Yen 
Royal Mail Steam Packet Company only, that was, 

Sir John : If these two figures are both right, the result 
on balance of the whole thing would be that the Revenue 
authorities appear to pay rather generously. 

The Attorney-General: It is not a group figure, but 
represents the liability of the parent company only. It is a 
group repayment. 

Sir John Simon: I am very glad to follow. 

Sir William Jowitt : I do not object to the interruption 
ao ee ee ee 

cated. 

Mr. Justice Wright (to the witness) : What was the first 
— — you gave— that for 1923 7— 4300, 000 half a 

The Attorney-General: Have you these figures 
written down anywhere ? — Ves. * 

Sir John Simon: Might I ask this. The Attorney- 
General is very good in allowing me to interrupt, but are 
you not able to tell us in reference to these repayments— 
the repayments to the group—what portion of it, year by 
year, was received by the Royal Mail Steam Packet 
Company, because I have got these res ? 

The Attorney-General : It may be that Mr. Matthews— 

I am afraid it is too good to be true—may have 
these on the same paper. (To the witness) You 
have written out the portion of the repayment which 
should be allocated to the parent company ?—-I can tell 

how much of these repayments was kept on account 
mpany. 


,000 


kept ,000. 
year 1923 ?—In 1923. Of the 
id away £160,000 and we kept 


they didn’t say what they were repaying, because 
and excess profits duty were very mixed. So 
this £330,000 of excess profits duty income 


v. 1927,” continued the witness, “we had a 

plicated settlement with the subsidiary company, 

afraid I cannot say exactly how much of the 
kept. We took what was left as due to us.” 

ttorney-General : Only about £20,000 ?—£20,000. 
question of how you split up the £20,000 ?— 
* 


n we came to the end of the 
too much from the subsidiaries or given them 
uch, and therefore we adjusted these figures to 
t. 


ii FET 
ih 115 


. 
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ue 


it works out. 

: We kept back in cash from 1927 and we paid 
ver to subsidiary companies because the payment 
kept was £910,000, which was too much, and so we 
payments to the subsidiary companies of the £20,000 

ved in cash. 

Sir Patri : Am I not right in saying that 
for that last year out of the constructive payments you 

k for the — 1 company a constructive repayment of 
1,000 ? at that letter of May 18th, 1927, from 
I Revenue—is it not clear from that that the 
Royal Mail Steam Packet Company took from the last 
uoted there as their share £551,000 ?—I 
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g I think you told me before £800,000 ?—I can tell you 
0 Sir John Simon: In th 
: £550,000 in 1924, we 
; £390,000. 
Sir John Simon : I agree. 
„ Continuing, the witness said in 1926 payments were 
9 made rather difficult, for when the Revenue repaid this 
eee 
| 
i 
Ht 
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5 IL 
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ö 
1 
i Villiam Jowitt : We will go year by year and see - 
have not the figure, but a constructive payment wo 0 
not be a pa t in cash. 
N | Sir Patrick Tappreciate that, but that was the amount 
Sir Patrick: I think Mr. Stewart will be able 
| | to tell us. — 
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the amount of it there ?—Yes. 
£716,527 ?—Yes. 
that a perfectly sim utilisation of a credit of 
in the course of year 1922 ?—To profit and 


xt year. At the end of the year 1923 the 
grown to £866,000 ?—Yes. 
But I know that in the course of the year 1923, £100,000 
en out ?—Yes. 
Will you tell me what it is that has come in, and from 
uarters, to make the £716,000 up to £866,000, 
notwithstanding the payment of £100,000. In the next 
000 has gone down to £690,000, and in 


eR; 


amount ?—We started with £866,000, 
. cash, which brought it up to EI, 316,000, 
we paid away to subsidiaries £160,000, we transferred 
income tax reserve £236,250, because we had to pay 


fis 


. We , 
then deducted £160,000 paid in cash to sub- 
sidiaries. So £236,250 was transferred to income tax 
The witness said that 1927 was the first year in which 
the exact of repayments was known. 
Sir John dee 
difficult — —— money out of the revenue 
(Laughter.)— replied in the affirmative. 
The Attorney-General: Did the Revenue ask 
to repay to them what they had paid you No, but 
refused to pay us any more. 
The Judge : There was a payment for 1919, I 2— 
n Steam 
Packet Company. 
Sir William Jowitt : March 29th, 1923, had the 
liability in respect of the six companies been decided ? 
115 
allowances, the figure 


October, 1923, was it possible to estimate what 
result would be ?—An estimate was made in 


tax reserve started in 1921 with £762,000, 
922 it was £529,000 ?—Yes. 


chiefly go in cash to the Revenue. The 
first year in which the fund was used was in 1923, and 


course of 1923, £450,000 went out to profit and 
account ?—Yes. 


n ry of the fund is that it was built up by a 
special debit in 1920 of £34,000, and there was a special 
credit of £40,000 in 1929, and the fund was augmented 

Part of the general surplus ?—Yes. 

was then questioned with regard to a balance 
for the purposes of income tax reserve, and he 
repared in March or April after the accounts 
itness also produced other accounts 


And if you take the year 1921, is 2} million the sum 
total of the taxation reserve, and do you find that at the 
<—— the 2 is £329,000 7— Ves. 

ou have very nts in 
of E. P. D. 7— Ves. W U ate 
„ . e those reserves ?— 
es. 

And at the end of 1927, had you, so far as you could 
see, substantially come to the end of any possible augmen- 
tation of your taxation reserve ?—Yes. 

Sir John Simon: There is one at the i 
which I indicated I did not follow. rhaps 
it up and tell me about it in the morning. You gave us 
a figure of £2,260,000 as the total amount which in the 
seven years 1915 to 1921 the company had vided 
from profits to the credit of E.P.D. reserve. The figure 
which I don’t follow is the next name, where 
you said that the actual liability in the end of E.P.D. 
was £1,179,287 ?—No, I think you misunderstood. That 
was the amount which had been paid on account. It. 
bore no exact relation to the liability. 

Is the £1,179,287 the cash that was by the R.M.S.P. 
on E.P.D. account to the Revenue ?—Yes. 

The actual liability for E.P.D., however discharged, 
was in 1927 at £1,769,122 ?—Is that before deduct- 

the obsolescence allowance ? N 

y figure as supplied to me is this. That during the 

seven years 1915 to 1921, the R.M.S.P. provided from 

profits to the credit of E.P.D. reserve, £2,260,000. The 

actual liability is finally agreed in 1927 at £1,769,122, 

without deducting any obsolescence allowance. The 

in 1926, and I 

agreed at £1,190,544, and the repairs. 

. agreed in 1926 for the R. M. S. P. at £238,161 ?— 
es. 

If we add that last figure to the EI, 190,344 obsolescence 
allowance, they come to £1,428,705, the sum total that. 
the Government in the end allowed back to the R.M.S.P. 
on obsolescence account ?—Yes. 


The hearing was then adjourned. 


FOURTH DAY’S PROCEEDINGS. 
Continuing his „eee 
Matthews, the assistant accountant of the yal Mail 
Steam Packet Company, Sir John Simon asked questions 
relating to certain documents which were handed to witness 


figure on both £175,000 in the one case, and £120,000 
in the other, we have other witnesses ascertained 
that those amounts became available in the year 1926 
or 1927 and were promptly transferred to profit and loss. 
Is that so ?—Yes. 

They do not come out of old reserves at all ?— 

Counsel then questioned the witness with 
excess profits 
in 1927. He said that it would be fair to sa 
figures were which were not properly transfe 
to profit and account until the year in which 
occurred, in 1927. The situation was tha 
three different disputes in settling up the E.P.D. 
the Crown’s claim against the com for E. P. D., 
was a claim which the company pay to the 
Then there was a second dispute as to what 
recognised as the obsolescence allowance, which 
question as to how much the Crown should pay 
company. And, thirdly, there would be the 

which again was a thing which was 


sitet 
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al 
Sir William Jowitt : Again this is a very complicated Is that the history so far as you have been able to tell 
matter, and these constructive repayments come to nearly us, in relation to the building up of the taxation reserve? 
another million. For the moment I prefer to consider | —Yes. 
ash. As to the £1,300,000 I have practically got the 
facts about that, have I ?—Yes. 
—— ee ne HN—⅛¾ 
will just see year by what happens to excess 
softs duty. I think thio will make'a claim. 1 start | 
you at the year 1921, and I select that year because that | 
is the last time this fund has been augmented by a credit ? | 
—Yes. 
£8 
Ne 
Is 
£100, 
loss. 
rse of the same year £330,000 has been taken to 
edit of the profit and loss account. So I should 
the £866,000 to be down to £536,000, so there 
nave been a credit which had brought the £536,000 
eee 
to 
income tax on the excess profits duty repayments. Then 
taking £330,000 to profit and loss that leaves a balance 
111 
a D 
. and to the jury. 
Sir John Simon: You see what has been done in this 
exhibit. Merely to extract some figures. They really 
— are the figures which, taken all together, produce by 
had been agreed at £3,300,000. addition and subtraction what is termed on the right hand 
icy MN | re Se cers acne 
the final £439,212, and in the same way the other document you 
* 3 Is that so ?— 
es. 
. O'S. tar as the income tax figure, which is the second 
In reply to further questions, witness said that the | 
at N end of the year 1922 there was £529,000 standing 
to the credit of that account. 2 
— 
itness said that with regard to the corporation profits 
dux reserve, that was built up originally in 1920, and 
it had a transfer in the course of the year 1927 to its credit. 
. te . following year. 
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be paid or allowed by the Crown to the company. Is 
es Gee * 
Am t saying t those three things 
together and to arrive at the ultimate settlement one has 
to wait until the year 1927 ?—Yes. 

e e ee ere e Cate Rot eee 
es. 

Is this right? Let us get it as clear as possible. In 
the end it turned out, when all was done, that after they 
had been properly fixed the Crown was to receive certain 


And would you take this amount, which might have to 
be paid, and when you have subtracted the two amounts 
it rks out and was settled in 1927, and you were 

y on balance that £340,417 is the net liability 
paid and to be discharged by the company ?—Yes. 
agreement was reached 
was May 18th, 1927 ?—Yes. 


The £340,417. Would it be paid and discharged out 
of the 2 of the company ?—Yes. 

In fact, E.P.D. is a duty upon profits ?—It is part of 
the profits paid over to the Revenue. 
And that is why it was called excess profits duty 
es. 


927 the amount of balance on profits that the Crown 
want was £340,000. Am I right in saying that 
the company, from first to last, provided in its accounts 
the claim which the Crown might make for excess 
profits duty, £2,260,000 ?—Yes. thout making allow- 
ances for other way ?—Yes. 

So if you took the seven years, and having fixed the 
— standard of annual profits the company 

prudent from time to time to secure that, if it was 


: 


company was concerned, 

the claim turned out in the end to be £1,769,000 ?—Yes. 
It was safe to bring the money into the profit and loss 

account. It remained undistributable profit ?—Yes. 
And as the years went on, 1923, 1924, 1925, 1926, and 


1927, we find that these large sums of hitherto undis- | possi 


tributed profit are brought back year after year into the 
ee 
—Yes. 

There is no doubt that it is profit No. 

In 1927 I notice that the excess profit figure is not a 
round „but a figure of £232,788 ?—Yes. 

Was t sum ascertained to be the amount, and the 
exact amount which should be taken into the profit and 
loss account in that year as soon as you had settled up 
between the Royal Mail and its subsidiaries ?—Yes. 

The other thi that happened in this other year 1927 
were, first of all, there was a receipt from the Revenue 
of £20,000; secondly, there was an agreement finally 
reached in 1927 which fixed the figure ; and, thirdly, there 
was a very complicated thing settled up or adjusted 
between the R.M.S.P. Company and its 100 per cent. 
subsidiaries ?—Yes. 

As soon as ever that was done, was this £232,000 odd 
transferred to profit and loss account ?—Yes. 

Is there any doubt that that item is an item which was 
properly transferred in that year ?—There was no doubt 
at all. We could not have transferred it before. 

You would not take the view that this £232,788 was 

somewhere as an old reserve of long ago, and in 
1927 suddenly it occurred to you to turn it into the profit 
and loss account ?—No. a 

It was connected with the events of 1927 and had been 
earned profits all the time. It could not be put into the 

and loss account until that moment ?—That is so. 

You will have noticed that the Crown have made an 
exhibit of a document called a balance proof in the income 


—. 


tax account. Was there also a balance proof of exces: 
3 One of the documents that would 
under your charge ?—Yes. 

Sir John Simon said that was one of the documents 
which had not been produced, but he wished to put som 

in with regard to it. Copies were handed to the 
ury, witness, the Judge, and to the prosecuting Counsel 

If you look into the excess profits ledger you will find 
that £390,277 of — of the company was bei kept 
—— view of possible claims for E. P. D. 
—Yes. 

F ot Go ˙ 
—Yes. 

Does this balance proof E.P.D. of December 31st, 1925, 
help one to see what at the time was thought might at 
any rate be the claims against you ?—Yes. 

refore it gives one a glimpse as to what was the view 
that the company was at that moment, the 
— n ty might turn out to be? 
—Yes. 


And the view that was being taken in the accountancy 


Wr 
f I understand this document rightly, it seems to show 
rr 
balance which ought to kept and not immediately 
distributed ?— Yes. 

Because, when I look on the other side, you will see it 
is only an estimate, that there was an estimate of a total 
E.P.D. liability less paid on account of £472,000, and that 
this is a bigger amount than the £390,000. Lower down, 
there is an estimate of the obsolescence allowance, and 
that had not been settled, and some had not been paid 
That is so. 

Is it, in your view, a prudent matter that you should 
not anticipate payments that you hope to from the 
Government before you get them ?—Certainly. 

Does this balance proof as at December 31st, 1925, 
show that at the inning of the year 1926 the then 
balance £390,277 t for the time to be retained ?— 
It would be prudent to retain it. 

Let us look at the ledger which records what happened 
to the £390,277 during the year 1926. The jury will 
follow that what I am doing is to see whether this amount 
was to profit and loss account. That is a figure 
which could not have been distributed until 1927. Is 
that so ?—Yes. 

Down to that moment it was properly held to meet 

ble claims ?— Yes. 

What happened in that year was this: Some six 
months later, in July in the year 1926, the Government 
with generosi £320,000 in cash to the R.MS.P. 

—— will appreciate t on account 

„ as „a nt on 
of the seduction of what’ was the liability in view of 
obsolescence account and other things? Ves. 

It means that at one time the Crown had taken up the 

tion that £330,000 of profit made by the R. M. S. P. 

longed to the Crown, and now they said, We have 
£330,000 of your profit which we ought to give you back, 
and here it is ? —Yes. * 

The Judge: In fact, it was a repayment o amount 
before the obsolescence account had been ascertained ?— 
Yes. 

Sir John Simon : It is in the nature of profits of the 
company all the time, my Lord. 

The next is that there is £330,000 received in 
July, 1926, from the Revenue by the R.M.S.P., but look 
on the other side of the account. Was £60,000 of that 


passed by your department to the subsidiaries ?—Yes. 


When these E.P.D. discussions and settlement took 
place between the Revenue and the R.M.S.P., the 5 
represented the subsidiaries 7 Ves. 

Was a part of the returned to the subsidiaries 


money 
a sum of £60,000, which the R.M.S.P. thought necessary 
to transfer ?—Yes. 
That leaves you with £270,000 7— Ves. 


If I add the £270,000 to the £890,000 with which if 
year began, I shall get over £600,000 „ 
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5 money from the company and there was subtracted the 
two amounts and the ultimate result was that there was 
£340,417 net which was the liability for the whole period 

to the Crown ?—Yes. 
upon to pay. It would have the money kept for the pur- 
pose ?—Yes. 
„ eens ee 
to do ? — Ves. 
Although the net balance which had to be found was 
only £340,000, you told me yesterday that so far as the 
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December, 1926, there was a transfer to profit and loss of 
£550,000 7— Ves. 

And the balance with which the next year begins is 
reduced to £110,000 ?—Yes. 

Does that mean this: that in view of the fact that 


of E.P.D., it appeared reasonable to reduce the balance 
of £390,000 to £110,000 ?—The air was much clearer 
at that 


time. 
And it was possible to cut the thing a little closer 


Yes. „ 
It is, of course, _—_ ?—Yes. 
The excess profits duty credits were £550,000.—Yes. 
You would not take the view that that was part of 

seme antiquated reserve of years and years?—No. I 

cannot say that the £550,000 was a definite ascertained 

that arose in 1926. 

ou have to do what is prudent ?—Yes. 

year 1926 had there been, apart from the receipt 

n 

?—Yes. 

the amount of that which the company 

the year 1926 ?—The R.M.S.P. was £551,022. 

it occur to you that, having received £551,022, 

transferred from this account at the same 

same year, was a perfectly proper thing to do ? 
exactness of the figure was a coincidenee. 

to the Judge, witness said that part of the 

ue to the R.M.S.P. for obsolescence was set off 

7 due by the R. M. S. P. for E. P. D. which had never 
—— If we take a survey now of what was 

happening between 1921 and 1927, this seems to me to 

be the story. In 1921 there was no part of any excess 
profits duty earmarked, but £300,000 of the provision 
was used to write down investments ?—Yes. 

That means that you are really improving your position 
SET son ave ast peying os money away and you 
have it there in case of ?— Yes. 

And in 1921 there was no transfer from the E.P.D. 
to profit and loss account, but £300,000 was used to write 
down investments ?— Yes. 


Tie rye 
; 54 = 


75 
7 


N 
2 
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year the amount that was received is, so 
far as the Royal Mail is concerned, £250,000 ?—Yes. 
in 1923 there was another £100,000 transferred to 
and loss ?—Yes. 

I aaa neat 
— Ves. 
rr 
— Ves. 

„no cash was actually received, but the deferred 
claim was finally settled in January, 1926 ?— 


accounts for the year 1928 are not settled on 
ber 31st No, they were settled in April and May. 
when the time came to settle the amounts, you 
that the deferred repairs claim was finally settled ? 


Fir 
Kiel 


ah 


11 


Did you consider that was justified because the position 


And was it prudent to do so ?—Yes. 

They were just as much profits ?—Yes. 

It was a question as to whether the Crown or the com- 
pany should have them ?—Yes. 

ane 708 Oto complete settlement im the course of 
the year of everything Ves. | 


as to when it began. 


Am I not right that the ascertainment of the final 
sum which settled this up occurred after May 11th, 1927, 
which was the date when the balance sheet of 1926 was 

?—That is so, 

EPF ED SERN Sn SON 
No. 

And was it dealt with in 1927 ?—Yes. 

His Lordship said he wanted to know how the item 
of £110,000 was swollen to £232,000. In other words, 
it would appear that something came in from somewhere. 
The company started with a balance of £110,000, and 
finished with a balance of £232,000. Something must 
have caused the original balance to be increased. 

Sir John Simon remarked that the simplest way to 

t at the facts was to call attention to the sundries ” 
item which appeared at £1,198,000, although on the other 
side of the account there was another item of more than 
£1,000,000. He asked the witness to explain what was 
included in the “ sundries ” item. 

The witness answered that in that connection sun- 
dries did not mean what it usually meant. It there meant 
that a number of accounts were concerned in one item. 
The position of the subsidiary companies was that there 
was, apart from the adjustments, and apart from any 
income tax reserve, a collection of accounts which related 
to E.P.D. There was a cash collection of £40,000. There 
was a sum of £120,000 standing in other accounts in the 
company’s ledgers, and it was collected into the E.P.D. 
item. re was nothing outside, except £40,000, which 
was paid to the Nelson Company. The Revenue had 
overpaid the Royal Mail Steam Packet Company in 
connection with the income tax refund. n the 
Revenue ascertained that too much income tax was being 
refunded they adjusted the E.P.D. amount which was 


owing to the company. 

Sir John Simon s that the Government had 
paid the Royal Mail Steam Packet Company somethi 
that was not owing on one account, and they set it o 
against something which was owing on another account. 

The witness that that was the case. 

The Judge: They paid in that way £20,000. The 
company started with £110,000, and got about £100,000 
0 ee ee ee a eee 
—— to the E. P. D. account, where they ought to be ?— 

es. 

The Judge: That was their proper place 7— Ves. 

Sir John Simon: It is easy to deal with millions in 
a phrase, but was this settling up between the sub- 
sidiaries and the Royal Mail Steam Packet Company a 
very elaborate matter, involving many cross io 


Yes. . 
Was it possible to carry it through and complete it 
until there had been a final settlement between the 


Revenue and the Royal Steam Packet Company ?—It 
was not possible. 

That was only possible in 1927, and therefore the 
settlement with the subsidiaries could not be until then. 
Until you had settled with the subsidiaries and cleared 
the books, would it have been proper to transfer from 
E.P.D. and distribute all of it, or leave something as a 
provision for E.P.D. ?—No, it would not. 

The Judge: It to be a payment to profit and 
loss account which was properly made in 1927 and could 
not have been made before. 

The witness agreed that that was so. 

Sir John Simon: It is not in the least degree of the 
character of an old free reserve ?—No. 

So much for E.P.D. I see that in the year 1927 there 
is a corporation profits tax transfer. Which was the 
when the corporation profits tax was imposed ?—I 
it was 1920. 

Which was the year in which it was brought to an end ? 
—June 30th, 1924. 

The taxpayer knows when it stops, but is not so certain 
(Laughter.) Notwi i 


that this unpleasant came to an end by law in 


June, 1924, did between the taxpayers and 


Oe = | 

- D | 
there had been in 1926 a final settlement of the obsoles- 

eence and the deferred repairs, notwithstanding the fact | 

t it was not until 1927 that there was a final settlement | 
nn ' 

7 
— | 
was a 
diately 

— 1922 you got £100,000 transferred to profit and loss ? 

—Yes. 

I Ris in sie nes foe 
Revenue ?— Yes. | 
—— 
— | 

And in the accounts of 1925, did you credit £300,000 
* and loss ?—Yes. f | 

aking rather more out than before ?—Yes. ) 
was — more clarified ?—Yes. 

In 1926 the company received £270,000. There was 
this constructive repayment, and £550,000 was transferred | 
to profit and loss account ?—Yes. 
ee 
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the Revenue as to how much they owed under it continue 
for some time ?—Yes. 

And in the case of the Royal Mail Steam Packet Com- 
pany, did it continue until the year 1926 or the year 1927 ? 
—1926, I believe. 

Down to that time, any reserve that you have to make 
to meet corporations profits tax claims was something 
which you must in prudence keep? We only kept just over 
£1,000 for those years, because we knew pretty well 
in 1924 that there was no liability. 

What was the corporation profits tax at £32,000 in 
1927 ?—That was an amount, except for the £1,000, 
which we had to keep or collect from the Nelson Line in 
the final settlement of E.P.D. 

It was collected in the year 1927 ?—Yes. 

With regard to the corporation profits tax of £32,000, 
is it correct to say that that £32,000 was not an old free 
reserve, but was made up of a sum which t in that 

r, in connection with the settlement of . with the 

elson Line ?—Yes. 

Would it have been possible to have used this amount 
of £32,000 according to ordinary prudent business in 
advance of the 1927 ?—No. could not recollect 
whether we have collected it before, but we did not. 

Sir John Simon then referred to the proceeds of certain 


Sir John Simon ited out that there was also a ship 
i of the units of the fleet had been 
it was 


When you worth more, you ascertained 
that Y pounds were realised and available for distribution 


in 1926 ?—Yes. 


passed or i 
£17,000, and the witness explained that it incl 
ights of about £13,000 which had accumulated. 


in the matter ?—Yes. 
ee eee ae ee Seen ne ee Oe 


Mr. Pritt called attention to the E.P.D. reserve account 
for December, 1925. On one side was the item Balance 
E ledger £890,000,” and on the other side was E. P. D. 


, less payment on account, £472,000.” 
lia ted at the time 


— 


— Surplus reserves excess of reserve over 

The witness said that he made the entry in question 
and it was correct as far as could be estimated. 

ꝗ—— oo 8 matter, in December, 1023 
w could be formed, that figure was as : 
reserve ?—Yes, but you should cake ine coma 
the fact that there are deductions from it. 

What deductions ?—The transfers to profit and loss. 

The transfers in 1922, 1928, 1924, and 1925 ves. 

Sir John Simon said that he must have misread th 
account. He had thought the account dealt with the 
E.P.D. liability, and that there was the obsolescence 
allowance. He had understood that the figures so far as 
obsolescence were concerned were only estimates. 

The witness explained that the company had thought 
that the total liabilities were £1,620,410, and they had 
reserved £2,260,000, or a difference of over £600,000, 

mg pe thought at that time your reserves 
were in excess o ee 

the sum of £640,000 ?—Yes. 

full position is this: You expected at that time 
that you would receive £1,608,000 in respect of obsoles- 
cence allowance, and that you would have the benefit 
or credit of £1,608,000 for obsolescence allowance ?—Yes, 

If that is added to the £640,000, you get just over two 
and a quarter million. You ted out that £1,366,000 
of that had already been to benefit other accounts, 
including the t and loss account ?—Yes. 

One view of the figures was that there was a spare 
reserve of £640,000. Another view of the figures was that 
there was a credit of £886,000 ?—Yes. The obsolscence 
allowance did not include any amounts which would be 
paid to subsidiaries. Part of the obsolescence allowance 
was in due course paid over to the subsidiaries. 

In addition to the £410,000 already paid ?—Yes. 

What was the amount ultima paid ?—Between 
£400,000 and £500,000 more. 

You gave a round of £400,000. Is that in addi- 
tion to the £410,000 you see in the account ?—Yes. The 
amount was actually £430,000. 

The J : They got in all £840,000 ?—Yes, my Lord. 

The Judge: Out of the £2,000,000 ?—Yes. 

Mr. Pritt: The position at the end of 1925 as between 
the company and the Revenue was very similar to that 
which existed between the company and the Revenue at 
the end of 1923 ?—We had a clearer idea of what the 
liability was to be. There was no very great difference. 
Neither side had paid anything to the other in 1924 or 
1925 ?—There was a payment in 1924. 

It was £550,000 ?— Yes. 

Had your prophecies and expectations at the end of 
1923 proved to be substanti correct at the end of 
1925 ?—We were fearing a liability of £100,000 more by 
that time. 

roa 
paid 7— Ves. 

After 1923 there was no likelihood of the company 
having to put its hand into its pocket ?—No very great 
likelihood. In 1925 the estimate was £100,000 more than 
the estimate of 1923. 

In 1926 we know that the actual transfer to profit and 
loss account was £550,000 ?—Yes. 

We know that there were payments in cash of £380,000 


day to day how things progressed. 
You received neither an unexpected windfall nor 3 


actual and constructive, Wer 


in 1926 the figure to be taken from the 
put into the profit and loss account t= 


— 
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sales. He pointed out that there had been the sale of 
ships, both in London and Barbadoes, and that matter | 
was finally settled in 1926 or 1927. He asked whether, 
[„ le, it was transferred 
to the proſit loss account, and the witness agreed 
that that was 80. 
2 ——— 
worth X pounds. It was sold for X — plus Y 
pounds, and Y pounds was the profit. witness said | 
that was the correct description of the matter, and the | 
Y pounds represented the extra depreciation which had 
; been written off the vessel. | 
Profits had been used to write it down ?—Yes. 
— — | 
„ ern 
Sir John Simon said t — 9 oe 
more than EI, 000, 000, there were sundry trading items 
of 
— 
There was the Government charters reserve — The 
Government charters reserve had been gradually liquidated 
and there was a small amount left over at the end. The 
ae ee with it was to bring it back into 
profit loss. 
Sir John Simon observed. I do not 822 
ee ee n 
had been cross-examining the witness in order to ascer - 
tain whether certain sums came out of old reserves. 
The Judge: Mr. Matthews seems to have explained 
r 
admirable witness. facts are now clear. 
r In various 
years, and we are only dealing with two strictly, a sum 
of money was transferred from E.P.D. reserve to profit 
and loss account ?—Yes. and constructive payments of £551,000 ?7— Yes. 
Who decides the precise figure to be transferred. Do T 
you know or does the decision merely get passed on to you ? less than you expected on the general position of your 
—As to how much is to be taken out, I suggest the figure. | negotiations with the Revenue ? Did you expect to F. 
You suggest the figure to Mr. Cason, and you receive | as much as £330,000 in cash and £550,000 in allowances ! 
j i i I I think we expected it. We were in constant touch with 
the — who dealt with the _ and the Revenue, 
stunning Diow f—Neither. 
2 1926, payments, Pe 
?—Yes. 
Did you suggest 
was the as also | E.P.D. reserve and 
in the same account an item of £640,000 which was Yes. 
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?—When the 
„1927. 

What did — 714380, 000. > 
Did you know 11 
ly suggested in September, 1926 ?—Ve y. 
it was in September, 1926, I suggested it. Mr. 
Cason made out the profit and loss account, 

the sugyestion was „ 

That was in the autumn of 1926. Would £350,000 
have been a wrong figure ?—No, it would have left us a 
wider margin. 

eer Cee OOO OFS Seung Davie yeas was 

right figure, but it was as much as I should like to take. 

know that Lord Kylsant had directed that the 
be £550,000 ?—I was asked whether £200,000 
be spared. 
did you say I said it could. 

you been asked whether another £200,000 could 

been spared, what would you have said then ?—I 

not know what I should have said then. 

these sums of money have been derived from profits ? 

from profit earned in 1925, 1926, or 1927 ?-—No. 
Judge: They were earned before 1920, I suppose? 
Ves, my Lord. 

Mr. Pritt: The last transfer to the reserve was ?—1921. 

Sir John Simon said it was no doubt known to the | 
witness that by the provisions of the Income Tax Act, | 

rson had E.P.D., the amount so paid 

wed as a uction in computing the profits 
of the year for income tax purposes. But where any 
person or company had received repayment of any 
amount * y paid as E. P. D., the amount so repaid 
had to treated as profit for the year in which the 

yment was made. 
witness said that was the case. 
The * Were you charged with income tax 
Yes, on the cash repayments, and the constructive 
repayments were brought in as profits for the year in which 
np | were repaid. Constructive repayments were brought 
1926. 

Sir John Simon: What is received back has to be 
treated as profit for the year in which the repayment is 
received ?— Yes. 

When income tax is paid on that, pro tanto, the figure of 
assessment would be enlarged ?— Yes. 

Whether it ultimately produces a net profit or not for 
the year upon other things ?—Yes. 

The Judge: It would simply come into the general 
balance. It is not a subject of a separate assessment 
No, my Lord. 

John : It is treated as an element of profit 

: And therefore in with the other 
ven after allowing for it, however, there might 
be no balance of profit left. 

John Simon agreed, and went on to say that there 
was a great deal of controversy that particular 
Matter before it was finally . 39 of the 
ames 1 of 1921 provided: “ —4 any- 

to — in the princi Act, repa nts | 
and adjustments of E.P.D. may be obtained — ands | 
and additional assessments to E.P.D. in respect of 
any accounting period may be made at any time 
the case may require unleés and until Parlia- 
Ment otherwise determines.’ After 1921, altho 
EP.D. had come to an end, the Legislature expre 
said that the liability to assessment or additional assess- 
ment in respect of any accounting period was to go on 
unless and until Parliament determined. The year in 
Which Parliament so determined was 1926. The actual 
Provision in that year was that what had been settled 
* be treated as final unless the Revenue gave notice 


ned that in 1926 the E. P. D. liabilit 
Steam Packet Company was 1 
It was not finally determined until 


r 
was 8 
The Judge: Was that why you kept £5,000 aside 
In 1930 we had a further refund of £1,300. That was 
TTT 
as n notice under 
T 
Sir John Simon replied that he thought it was a notice 
of Non- determination.“ If the Revenue thought they 
had something they could usefully dispute, they had to 
give notice of non-determination, and in that way could 
7 egg pon ARE AB which 
udge : I suppose was 
9 could give that notice ? N 7 
itness: Notice was given to us in „ 1926. 
ue grind 
(Laughter.) 


Sir John Simon: The wheels of the 
exceeding small, and sometimes slowly. 

Turning to the witness, he said he gathered that notice of 
undetermined liability was served on the Royal Mail 
Steam Packet Company and that it was not finally settled 
until 1980. The reply was in the affirmative. 

Sir John Simon said it would be observed that, of course, 
the sums which were ultimately distributed under the 
profit and loss account, although undoubtedly profits, 
were profits which would have an origin earlier than the 
year in which they were distributed. He thought he was 
right in saying that the obsolescence claim arose under an 

was made between the Chamber of 


a mage whi 
Shipping and the Government after the E.P.D. had come 


to an end. 

The witness said that was correct, the date being 
November, 1922. 

Sir John Simon: And then, after that, there were 
repayments in regard to obsolescence, and they become, 
no doubt, profits, and in the nature of things they are 
profits which arose under that ment. 

His Lordship referred to the matter of deferred 
and inquired whether there was any agreement 
Government in that matter. 

The witness explained that there was not any — 
agreement, but the matter was covered under the 
(No. 2) Act of 1915. There was considerable argument 
as to what the provisions of that Act really meant. 

His Lordship observed that obsolescence ” was really a 
misnomer. It was due to the building of ships at the 
very high costs which were ruling at one time. 

Continuing his cross-examination, Mr. Pritt asked the 
witness whether “ minor showers after the storm went on 
until 1980,” and the witness said that was the case. 

The fact that things were not finally cleared up was 
known in 1927 ?—Yes. 

It was not thought sufficiently important to t you 
transferring practically the entire reserve —— wom 
specific cases left over. 


ee * You really closed the whole thing in your 


books ?— 
Mr. A. F. Litre. 
Mr. A. F. Little, secretary of H. & W. Nelson, Limited, 
and the Nelson Steam Na tion Company, Limited, was 
the next witness. He produced the minute book of the 


the 


Nelson Steam Navigation 9 and said it showed 
r 


that at a meeting in May, 1913, Owen Phillips was 
unanimously appointed c of the company. The 
minute boo showed that in the subsequent years 
the accounts of the company were considered by the 
Board of Directors. Lord Kylsant was present at each 
ings, and signed as chairman. There was a 

directors on December 12th, 1927. 

Isant took the but the 

by Mr. Lubbock. The minutes of 

stated that it was “ resolved that a cash 

,000 should be declared. It was also 

decided that the offer of the Royal Mail Steam Packet 
Company to sell to the Navigation Company the whole 
of the issued and paid-up share capital of H. & W. Nelson, 
Limited, at par should be accepted. The transfer was 
to take place on September 28th, 1927, less dividends and 
bonus , and be paid out of accrued profits. In 
addition it was decided that 1,000,000 shares of £1 each 


| | 
. — ˙ — ,, 
over 
stion, 
1925, 
racioa 
oss. 
es. 
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should be allotted to the Royal Mail Steam Packet 


Company. 

The witness the minute book of H. & W. 
Nelson, Limited, and stated that it recorded that on 
May 20th, 1913, Sir Owen Phillips was elected as chairman 
of the company. There were meetings of the company 
in 1922, 1923, 1924, 1925, 1926, and 1927, mostly in the 
month of June, and there were records of the fact that the 
balance sheets and profit and loss accounts were before 
the Board, and were approved. All those minutes were 
signed by Lord Kylsant as chairman. An extraordinary 
general meeting of the company was held in London on 
December 30th, 1926, when the chairman moved a resolu- 
tion to the effect that it was expedient to capitalise 
£200,000 standing to the credit of the company’s reserve 
fund, and — — of the undivided profits. The 
directors were rised to apply the amount in paying 
85 full 2,000 shares of £100 each, which were to be 

tted to the existing shareholders. Lord Kylsant was 
present at the meeting. On the same day there was a 
meeting of the Board of Directors, which Lord Kylsant 
did not attend. 

Sir John Simon : This is a criminal case, and the Crown 
are ascertaining that neither of the two defendants were 
present at meetings, but minutes relating to those mectings 
are being read. It might be proper in a commercial case 
for such a procedure to be followed. 

His Lordshi agreed with Counsel’s suggestion and 

moment the evidence tendered was not 
admissible 


Mr. Pritt said he would submit that the evidence was 
admissible, as it was a relevant fact to prove. 
The Judge: Facts you can prove. 
Mr. Pritt urged that minutes were admissible as evidence 
of a fact under the Companies Act. 
of the resolutions 


The Judge: The actual 
cannot be evidence either of the two defendants 
if they were not present. The fact that a thing was done 
by the company can be established. 

Mr. S. W. Brack. 

Mr. S. W. Black, an assistant of the Royal 
Mail Steam Packet Company, stated that he kept the 
charters of the company. He produced a copy of the 
charters, and vouched for their . 


Sir John Simon said that he saw from the charters that figures 


the directors might, before any dividend, 
set aside out of the company such sums as 


from time to time think proper as reserves, &c. All 


sums so set aside would be applicable to meet any loss, | 
the gradual liquidation of any debt or liability, or for | 


any property, or for equalising 
dividends, or for di tion by way of dividend or bonus 
which the directors might deem to be of advantage to the 
company, provided that only such portion of any reserve 
or other fund as should in the opinion of the directors 
represent undivided profits properly available for dividend. 
That, commented Halal wie dank 2 
of the company. 

The Judge : you can tell me, is there anything 
in the tions or the Articles about the rights or the 
want of rights of the shareholders to ask for information ? 

Sir John Simon: I have not myself observed that. 

The Judge: I looked, but could not find anything. 

Sir John Simon: I believe that in the case of this 
company there are no such provisions in its constitution. 


Mr. R. S. Stewart. 
Mr. R. S. Stewart, a Chartered Accountant and a 
member of the firm of Blease & Sons, was the next wit- 


repairing or renewi 


ally had dealt with the duties of his firm to the 
panies. He produced the certified balance 
sheets for 1926 and 1927 of the Nelson Steam Navigation 
Mr. Pritt Are they both signed by Lord Kylsant and 
T. ; 
Mr. Lubbock as directors 7— Ves. 


l 

| The witness also uced the certified balance sheets 
poeta 9 imited, for the same two years, and 
t in each case they were signed by Lord K 
* 1 as directors ” * 
as 3 chairman of both companies 
1913 onwards ?—Yes. = 
The witness said that he had prepared a summary 
the accounts of the two companies from 1921 to Iker, 
He had recently discovered a small error in one docu- 
ment he had previously produced, refe to the taxation 
reserve account. The error, however, did not falsify any 
other figure, and Counsel said he did not think anythi 

| would turn on the matter. The witness that one 
of the documents he had produced showed that in 1926 
there was a transfer from deferred repairs reserve of 
220, 140, and from taxation reserve an amount of £29,860, 
There was a similar transfer from taxation reserve in 
1927 of £181,085. In each of the years 1921 and 1922 
both of the Nelson com made a net profit. In 
| June, 1926, the reserve of H. & W. Nelson, Limited, stood 
at £200,000. 

Was a bonus declared in December of that year of 
2,000 shares of £100 each ?—Yes. 

As a result of that, was £200,000 put in the balance 
sheet as capital, and taken from reserve Ves. 

And the capital of the company was increased from 
£50,000 to £250,000 ?—Yes. 

Did you subsequently make some adjustment in the 
accounts in relation to that matter ?—The taxation 
reserve account was transferred to reserve account. 

__ Why did you do that ?—It was on the instructions of 

Lord Kylsant. 

Cross-examined by Sir John Simon, Mr. Stewart said 
that he was the partner of Messrs. Blease & Sons (Char- 
| tered Accountants, of London and Liverpool) who had had 
the responsibility of looking after the E.P.D. questions 
on behalf of the Royal Mail Group. He said that pro-* 
visional figures had been discussed year by year with the 
Inland Revenue, and that he had taken part in the 


ns. 
Sir John Simon: op On os Se r 
reached at first, was that agreement only pro 1— 
Ves, only provisional. 

Sir John Simon : You say that in the 1927 
were arrived at which were more final, but the 
actual finality was reached in 1930 ?—The final settlement 


t was 1930. 


Sir John Simon: As between you and the Revenue, 
the discussion would be, would it not, as to figures ſor 
the group ?— Yes. 
Sir John Simon: And then the question of how the 
| figure for the group was to be distributed among the differ- 
ent entities, the 100 per cents., and the R.M.S.P. would 
be a matter which the Revenue would have nothing to 
do with ?—The Revenue would have nothing whatever 
to do with that. 

Sir John then dealt with the contrast between the origi- 
nal provisional estimates and the figures which were 
| arrived at, say, in 1927. For example, he said that the 
figure for 1917 was at one time assumed to be £586,198 for 
the whole group, but in 1927 the figure for 1917 was found 
to be £976,048. He asked witness how much of that 
latter figure represented the R.M.S.P. Company's pro- 
portion. — Witness said the proportion was £526,122. 

His Lordship: That is a new figure, so far as I can 
remember. 

Sir John Simon said the reason was that up to this 
point his Lordship had not had the figure as for a given 
year 


Witness that from that figure of £526,122 
there had to be deducted a nominal repayment to the 
R.M.S.P. amounting to £10,639, so that the net figure 
was £515,483. 

Sir John Simon: Is that an illustration—I consider 
it a striking illustration—of the way in which the pro 
visional 1 1 which were first discussed differed from 
the more figures which were substituted in 1927 ?— 
Yes. 
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His Lordship asked if the figure of £515,483 included 
the proportion for meat transport as well. 

Sir John Simon replied that it did not. Sir John 
added that he had figures for other years, but in some years 
there was not so much contrast, or no contrast at all. 
For the year 1915, for example, the figures were practically 
the same as determined at the different dates. 

His Lordship remarked that things were simpler, of 
course, in 1915. 

After further q i „Sir John Simon said that the 
rate of duty was different in different years, and therefore 
it made a very great deal of difference how one allotted 
the figures as between one year and another. 

In these circumstances, he asked, would it have been 
possible to have treated E.P.D. liability as determined 
and fixed in the year 1923 ?—Absolutely impossible. 

Witness then put forward a summary of the revision 
of the E.P.D. computation, which showed that very 
substantial changes were made as between year and year 
and item and item. 
ir John then referred to a letter written by Messrs. 
& Sons on December 28th, 1928, in which they 
ted that they had prepared an estimate of the 
for 1920. It went on to state that, taking the 
so far as they were agreed with the Inspector of 
, together with the claim for deferred repairs, and 
ing provision for adjustments, the figure would not 
£130,508. He asked what was in fact the figure 
ived at for 1920, when the revision took place in 1927. 

i replied that it was £294,327. 

John Simon: Whereas it was a liability in 1923, it 
in 1927 that it was not a liability, but on the 
it was a cross claim of £294,327. I think you 
going to say, Mr. Stewart, that the figure differed 
than that ?—The liability amounted to £103,406 ; 
is the figure by which the £294,327 should be increased. 

His Lordship : Do you mean that the £294,327 should 
be something like £400,000 ? 

Witness: I mean that for purposes of comparison the 
difference between the estimate and the final result is 
not as the difference between £130,508 and a deficiency 
of £294,327, but a difference between £130,508 and a 
deficiency of nearly £400,000. 

Sir John Simon: Was E.P.D. charged against the 


E 
ih 


eg lil 


: 
15 


ade 


the icular date in the year to 
. their accounts. Witness 
years from the 


1914. 

Mr. Pritt (re-examining): I do not know what date 
this original estimate of Sir John’s is to date from, but I 
presume it dates from 1923. Is it right that the total 
difference between what Sir John calls the original esti- 
mate and the actual result is just over 1 per cent.—£50,000 
on £3,000,000 ?— Yes. 

itt: As between what was e 


: Then at the end of 1923 you did hold a 
of the position, subject to revision ?—Yes. 
And it actually came out in 1927 very much 
neral idea of 1923 ?—Yes. 
: e 
the of 1926 or 1925 the matter was 
clearer ?—Yes. 
that there was not much difference 
„but a considerable difference in the 
or the individual years. 
said the witness had indicated that there 
deal of yest, Bape from year to year. 
„Mr. Pritt said supposed the witness was 
in any way the R.M.S.P. Company 
to how much of their D. reserve they should 


transfer to their profit and loss account. Witness 
replied that he was not. 
Mr. C. S. Lewis. 

Mr. Charles Samuel Lewis (accountant to the R.M.S.P. 
Company) was the next witness, and his evidence was con- 
cerned mostly with the statements made in the prospectus 
issued in June, 1928. At that time, he said, he was the assis- 
tant accountant. On June 8th, 1928, when his chief, Mr. 
Cason, was on holiday, Lord Kylsant had sent for him 
and had said that he proposed to make an issue for the 
company, probably of 5 per cent. debenture stock. 
On that date the following was dictated :— 

“The audited accounts of the Company show 
that during the ten years the average profits 
(including profits of the Insurance Fund), after 
providing for depreciation and interest on debenture 
stock, have been sufficient to pay the interest on 
the present issue more than .. . times over.” 

Witness was asked whether, before that document 
was dictated, Lord Kylsant had questioned him. He 
replied that Lord Kylsant had informed him that he 
proposed to make the issue for four purposes—to meet 
overdrafts which the company had had at that time, 
EDR i 
in Leadenhall Street, for repaying one or two loans to 
associated companies, and for the general purposes of 
the company. 

Asked whether Lord Kylsant had handed to him the 
matter already referred to as having been dictated, 
witness said t Lord Kylsant had instructed him to 
fill in, after referring to the printed accounts of the 
company, the figure required. 

In reply to further questions, witness said that he had 
taken the document to Lord Kylsant’s house, but did 
not see Lord Kylsant personally on that occasion. 

Further questions were asked with reference to some 
pencilled alterations to the already referred to, 
the word “ profits” having been altered to “ available 
balance.“ itness said that he had handed the document 
to Mr. Cason on June 11th, 1928, and at that time there 
was no pencilled writing on it. 

Sir John Simon dealt with figures representing the 
profits over a _— of ten years, amounting to £5,800,000 
odd. He said that the E.P.D. balance, the income tax 
balance and deferred repairs balance were brought in, 
and certain other figures were taken out. From a total 
figure of £7,767,000 there was deducted £2,180,000, 
representing ten interest on the existing debentures, 
and the figure of £5,800,000 odd was arrived at. The 
task, he said, was a very complicated one. 

Witness said it was almost an impossible one. 

Sir Patrick Hastings asked some questions with regard 
to the form of the profit and loss account for 1925. 
Evidence had been given by Mr. Cason, he said, that 
in practice, after the accounts had been prepared by 
the accountancy department, they were submitted to 
the Board, and, if the Board roved them, they were 
sent back, and submitted to Mr. Morland with a view 
to his certifying them. Counsel asked whether, when 
(av auseenty hall beta sutured Ue the Board, Ge woul 
“adjustment of taxation reserves were written on 
them in pencil. 

Witness replied that to his knowledge they were not. 

Sir Patrick’s point was that the words were added 
at the instance of Mr. Morland. He asked if the words 
were written in Mr. Morland’s handwriting. 

Witness replied that he did not know. 

Sir Patrick Hastings: Do not you remember his 
writing them, when you and Mr. Cason were there 
I cannot actually remember him them, but I 
remember him this alteration. 

Sir Patrick Hastings: I want to get it clear that Mr. 
Morland said that in his view those words should go 
in, and that that was said in the presence of yourself 
and Mr. Cason ?—Yes. 

Mr. D. I. Conrapt. 

Mr. David Inglis Conradi was the next witness for the 

prosecution. He stated that he was secretary of the 


’ 
a eee 
firms and companies for different seven year 
periods, according to 
which ordinarily they 
agreed, and said that 
date of making | the last account prior to August 4th, 
at the end of 1923 and what in fact did result in 1927 | 
and 1930, was there any great difference No. | 
Mr. Pritt: Did you in fact yourself form any estimate 
at the end of 1923 as to how things really stood Not ; 
an actual estimate of the liability. 
Mr. Pritt: A general idea ?—Yes, of the position at | 
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Royal Mail Steam Packet Company and had been so for 
about a dozen years. 

Asked about the date when he first heard of the proposal 
for a new debenture issue, Mr. Conradi said it was early 
in May, 1928. So far as he recollected he did not have 
any conversation with Lord Kylsant about the matter 
at that particular time. 

Mr. Pritt: On June 18th, 1928, as we know from the 
minute book, you were present at a meeting of the Board 
of Directors at which Lord Kylsant was also present, and 
the minute shows there was a discussion on the new 
debenture issue and authority was given to the chairman 
by the Board to proceed in the matter ?—Yes. 

Mr. Pritt: The matter was made a little more definite 
on June 25th of that year. An issue was authorised of 
£2,000,000 in debenture stock and a prospectus was put 
before the Board and approved subject to slight amend- 
ment? Witness agreed that this was so, and he identified 
a us which was described as “ exhibit 43.” 

Pritt: That is signed by Lord Kylsant, Approved 
June 25th, 1928 ?—Yes. 

Mr. Conradi agreed that there was slight amendment in 
the prospectus. : 

Mr. Pritt: I think before you saw that prospectus at 
the Board meeting you had seen an earlier draft, or indeed, 
I think more than one earlier draft. Was the first of 
them exhibit 44 ?—I may have seen an earlier one than 
this, I am not sure. I certainly saw this. 

You are not sure whether you saw an earlier one than 
that ?—Yes, I saw an earlier one. 

The one you have in your hand is the one on which the 
word profits appears in ink, and annual balance 
available appears in manuscript, the word profits 
having been struck out. Would you look at exhibit 45 
and exhibit 44. I think you might as well look at them 
at the same time—45 is plainly later in date than 44, is 
it not? It has got the words average annual 
available in print ?—Yes. 

The witness said it was correct that the document also 
had an addition to the effect that the company in common 
with other shipping companies had suffered from the 
general depression. The words were written on a slip 
and pasted in. 

Mr. Pritt: Exhibit 43, Mr. Conradi, . by the 
special court with t amendment. as that the 
prospectus in very y its final form ?—That is the one 
3 by the special court. 

t has not got the important words beginning although 
in common with other A companies, but it has 
got nearly everything else ?—Yes. 

Mr. Pritt said that exhibit 44 was the earliest print of 
the prospectus that was now available so far as anybody 
could discover. It bore Lord Kylsant’s initial and it 
had got a many alterations in pen. It appeared 
that when this document was actually printed the amount 
of the issue had not been decided upon, and £2,000,000 
was written in. 

Counsel proceeded to refer once more to the alteration 


writing from the rest of the phrase. 

Mr. Conradi: I believe, but I would not like to swear 

wie 'C that word annual is in my own hand- 
. (Laughter.) 

The witness assented to Mr. Pritt’s suggestion that 
exhibit 45 was later in date than the other, as it incor- 
porated all the manuscript alterations in exhibit 44. 

Counsel remarked that £2,000,000 was now printed in, 
and the words average annual — were 

i 1 
rest 


approve of the two alterations which I 
marked * Kylsant . 7. Ves. a 

Having received that, did you cause the 
to be printed and published and circulated ? — Ves. 

And it was, in fact, circulated to the public ?—That is so, 

Exhibit 47 is special committee k No. 1 of the 
company. Does that show that the Allotment Committee 
met on July 4th and 5th, 1928 ?—Yes. 

Was Lord Kylsant in the chair ?—Yes. 

And I think three other people were present ?—Yes, 
Three other directors. 

Was it reported that there were applications to the total 
value of £3,274,000 ?—Yes. 

Mr. Conradi said that a tions came, in fact, from 
R.M.S.P. stockholders associated companies’ share- 
holders to the extent of £1,300,000, and from the general 

ublic to the amount of a little less than 42,000,000. 

he Court of Directors 1 the allotment of approxi- 
mately £1,106,905 to R.M.S.P. stockholders and 
associated companies’ shareholders, and £893,000 to the 
general public. 

A record was uced which Mr. Conradi said showed a 
proposal that managing director’s remuneration for 
any year, when a dividend of not less than 5 per cent. 
was paid on the ordinary shares, should be a commission 
of half per cent. on the gross receipts. 

The witness identified an exhibit which was stated to 
contain a minute of the Court of Directors for May 9th, 
1922, approving the accounts of the company for the 
year 1921. 

After consulting a record relating to the meeting on 
December 14th, 1927, Mr. Conradi said that Lord Kylsant 
was in the chair on that occasion, and he reported that the 
Nelson Steam Navigation Company had declared a bonus 


of £200,000. 
Mr. A. H. MELBOURNE. 

Mr. Arthur Henry Milbourne, who stated that he was 
private secretary to Lord Kylsant during the period 1912 
to 1930, was questioned by Mr. Eustace Fulton concerning 
the issue of new debenture stock already referred to. He 
said that he remembered a question of the issue being 
considered in 1928. Lord Kylsant asked him to draft a 
prospectus for his consideration. He obtained an old draft 
and used it as a basis for the fresh one. 

Counsel drew Mr. Milbourne’s attention to ~ 
beginning Although the company in common with o 
shipping companies. Witness said that appeared in the 
— 22 of his assistants. It was written by his 
assistant on his instructions. A slip bearing these 
words,” said Mr. Melbourne, was handed to me by Lord 
Kylsant at his own house after an interview with Mr. 
Morland. He said that Mr. Morland had suggested some- 
thing of this sort should be added to the prospectus, and 
asked me whether I thought it might be added.” 

Mr. Fulton: What did you say ? 

Mr. Milbourne: I said I thought if might be added 
with advantage. 

And as a consequence that slip was written out by your 
assistant and pasted 2 a pon ?—Yes. 

This concluded the case for the prosecution. 

Sir Patrick Hastings said he understood that Sir John 
Simon was going at the appropriate time to make a state- 
ment. Inasmuch as he (Sir Patrick) was only conce 
on behalf of his client with a certain part of the issues 
it had been thought fitting that he might say what he 
had to say first. 

Mr. Justice Wright: Who is first on the record? 

Sir Patrick Hastings: Sir John Simon. 

Sir John Simon said he was quite prepared to take 
whatever course the Court might direct. He would be 
very content if his Lordship thought it right to adopt the 

ure by Sir Patrick Hastings. 

Mr. Justice Wright said he would certainly allow Counsel 
to take any course they desired, but he would have thought 
it would have been more convenient for Sir John Simon 
to have spoken first. I may say at once,” his 
Lordship, “ that I shall not say anything until I have 


heard both of you.” 
Sir Patrick Hastings said his Lordship would, no doubt, 


————————— 
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of the word profits to average annual balance 
available.“ 

Mr. Justice Wright said it looked as though two hands 
had done that, the word annual being in different 
1 
on the present issue more than five times over.” | 
Mr. Pritt directed the witness’s attention to exhibit 46. 
This, he said, bore the words, No underwriting com- 
mission has been paid or will be paid.“ Was that, he 
asked, in Lord Kylsant’s handwriting ?—It was. 
Then Lord. Kylsant has also written on the side, “ I 
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stages of the case. It was a great restraint on Counsel to 
have to sit so long through the hearing of matters that 
did not concern both of them. 

Mr. Justice Wright said he t t that was a thing 
which frequently happened at t . 


Sin Patrick Hastincs’ ARGUMENT. 

Sir Patrick yn Re ip lk a Rha 
important that there should be a close examination of 
the two charges. He was concerned, of course, mainly 
with the evidence to which he had directed cross-examina- 
tion. His Lordship, he was sure, & the 
charge that Mr. Morland aided and rd Kylsant 
in making, circulating, or micro | an annual report 
which he knew to be false in a material particular—in 
that the annual report concealed from the shareholders 
the true — of the company with intend to deceive. 
the shareholders. At the moment, of course, he was 

— titled to address the Court on the evidence which 


ready been given, then he was going to submit |. 


ooh such confidence as he might that there was no case | © 
at all for Mr. Morland to answer upon either of the 
relating to the two years that were in question. 

The profit and loss account, as he unde it, was 
the document really in question. The balance sheet 
oy . 
was anxious to see that he appreciated correctly 
rr He understood 
to be corrected 


“Balance for the year including dividends on shares in 
allied and other companies, adjustment of taxation 
reserves, less reciation of fleet.” He understood 
that those were words which were said to make this 
balance sheet „ and the Attorney-General 
having in mind, no doubt, the question of intention 
to deceive, had said with respect to the phrase, 
“Adjustment of taxation reserve,” that in his sub- 
mission it was a phrase which had been quite deliberate 

prepared, ran 
would convey nothing whatever to the mind of the 
ordinary person, but at the same time would enable 
8 to say thereafter, if the need ever arose, All 
this is omens adjustment of taxation reserve.” 
It betrayed, Sir William Jowitt had submitted, an 


uneasy conscience. 
mater quite aquarely. It acemed to him that the . 
2 It seemed to him that the first 
was whether the document could be 
1 If it was prima facie a false 
document he would have to consider very carefully 
whether if that were so the matter would not have to 
D they would have 
to say “ Yes,” “No.” Was it a false document in 
fact, and „ The 
question, “ Was it a false document ? ” was, he felt, all 
eren 
and it was on that that he desired Counsel's he 8 
t 


* 
Sir Patrick Hastings said that it had been his intention 
to suggest that before the question of intention to deceive 


— whether it was 
secondly, whether the general inference to be drawn from 
it was not strictly accurate in fact. 

Mr. Justice Wright said he desired the help of Sir 
Patrick and Sir John Simon on this question. This 
was a balance sheet and profit and loss account that 
they had before them. What was the function of a 
balance sheet and profit and loss account and what 
ee It was addressed to the 
shareholders and the shareholders had the power of 


inqu 

Tir atrick said that matters of that sort had occupied 
the thoughts of Counsel for weeks past. An outstanding 
matter, he thought, was why was it that the prosecution, 
having called at any rate, one, and possibly more of the 
most d auditors in the country, had not 
directed one question for the purpose of assisting the 
jury on the very matter — one would have thought 
was a matter of very t importance. So far, the 
only evidence which at all touched this matter had been 
— — a witness for the Crown under eross- examination. 

went on to say that he would defy anyone. to 
tell the Court that there was the slightest evidence, 
but that every item in the balance sheet was accurate 
and truthful. He said the same thing with 
2 — 1 ee — 
There was not one single thing to which anyone could 
take exception as a statement of fact in figures. That 
was the reason why he was satisfied in his own mind 
that the Attorney ral thought it right and proper 
and necessary to call attention to what he—in Counsel's 
view—suggested made the document, which was absolutely 
accurate in fact, and absolutely truthful in fact, 
misleading. 

His Lordship said it astounded him that people should 
e and he did not 
think it was right at all. 

Sir Patrick said he was not venturing to 
suggest that it was. If the question of adequacy in 
form or in = was required, hundreds of balance 
sheets could ag ge but the Attorney- 
ee frankly that balance sheets did not 
hel si 

Judge : Of course, he could not say anything 
else. Apart from any technical aspect of the matter, 
it seems to me an extraordinary thing that this company 
should have gone on year by year, without a shareholder 
being told in terms what was happening. It may be 
that it is not a question for report at 

Sir Patrick Hastings said he was glad his Lordship 
had put the matter in that way, because he was anxious 
to deal with it. Could it possibly be said that it was a 
question of the truthfulness of the balance sheet or 
profit and loss account if the figures were quite accurately 
and properly given? It had been established beyond 
all doubt that the words used were those which would 

with the approval of the most distinguished auditors 
qualified in this country. How could it 
— said that it was not truthful, accurate and proper? 

Judge remarked that an auditor might say that 
it anes a matter between the shareholders and the Board 
of Directors. It might be it was a matter which did not 
concern them, and it was one of the things which would 
have to be considered. 

Sir Patrick Hastings said that possibly the evidence 

Lord Plender was not within the Judge's 
He (Counsel) would refer to what Lord 


portion of the evidence gi given by Lord Plender, as he 
was the only witness who dealt with the matter. Lord 
Plender was questioned ing secret or inner reserves. 

r that it was the practice 
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if he was wrong—that the misleading portion of the 
document was those lines in the account which said j 
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5 was a false document, not in the sense that you could put 
d i Sawer on any specific matter, but that if you seed | 
* it did convey, or would be inclined to convey, to one’s | 
“ mind, a view as to the position of the company which 
| 
ne fee | 
a was considered the question of whether there was a and also what that gentleman considered was the result : 
8 false document ought to be decided. of the information conveyed by the profit and loss | 
f Mr. Justice Wright : If, prima facie, it is a false docu- : a 
i ment, then the question of intention and question of | 
fact is clearly a matter for the jury. So I want to see | ö 
: int of all whether it can be regarded as a fale document. ; 
r Patrick Hastings said had been going to say : 
d that one could not consider whether there was an inten- | of many of the largest commercial enterprises in the ; 
; tion to mislead unless one saw first of all whether the country to have a system of inner or secret reserves, i 
‘ document was false. Though in a sense it might be said | and he agreed. He also agreed that it was quite usual 
, that whether the document was false might depend upon, for large commercial. and industrial undertakings to j 
1 
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set aside out of their prosperous years sums to secret or 
inner reserves. Lord Plender also approved of the 
suggestion that it was quite a usual and proper thing 
for companies to set aside large their 
liability for E.P.D. 

mature some day, and 

the reserves would be set aside out o 


being brought back in many cases would not be disclosed 
in a profit and loss account as having come from secret 
reserves. Lord Plender had told them that sometimes 
no reference was made, but generally it would be found 
that an indication of such a practice would appear that 


a point. It was necessary for him, therefore, to crogs- 
examine Lord Plender as to what was the duty of the 
auditor when that point arose. He was concerned to 
see whether the time had arrived, and whether the 
intimation which was given was one that when a person 
looked at it he would see that it conveyed the necessary 
inference. With that end in view he asked Lord Plender 
whether there were some well-known phrases used by 
“"The Judge You said audi 

: You 1 tors,“ but I meant 
well known to members of public. 

Sir Patrick Hastings: Lord Plender could only answer 
for himself and his own profession, and I was concerned 
to see that an auditor would consider the usual terms 
which, in the view of the profession, ought to be indicated. 
I desire to bring to your Lordship's mind the 
which seems to be so important. Adjustment of 


Lord | taxation reserve,“ said the Attorney-General, was a 


Plender as to the proper intention, and he asked, if the 

secret or inner reserves were used, whether there came 

a time when the auditor should say that some indication 

should be given to the shareholders that some transfer 

was made. To that question Lord Plender 
* es. 

His Lordship said that the first was the appearance 
in the balance sheet of the sum ch was being put to 
reserve. It must a in the balance sheet somewhere. 
It must a r some heading. It was only called 
an inte reserve because it was not specifically described 


as a reserve. Still, it had to appear under some heading. by 


Lord Plender had said that there must be a reference 
in the balance sheet to sums put to reserve. 

Sir Patrick Hastings pointed out the cross-examination 
of Lord Plender had depended on the case submitted 
for the prosecution. He had to see whether the case 
submitted at that Court would be similar to that put 
forward at the Police Court. He had in fact to see 
„ — 
thing to take a secret reserve and put it into the balance 
sheet, or whether the Attorney-General would say that 
it was legitimate in some cases, and up to a point, and 
thereafter whether it should be brought in without 
i ing the fact or not. In either case he was pre- 


phrase quite deliberately prepared and selected and 
chosen as one that would convey nothing whatever to 
the mind of the ordinary person, and was dishonest. 
I asked Lord Plender whether it was usual among 
accountants to employ such phrases as these, which are 
not uncommonly used by auditors in profit and loss 
accounts. The phrases are “E.P.D. adjustment,” 
“ After adjustment for E. P. D.,“ “ After adjustment of 
income tax not required,” Taxation adjustment,” 
Adjustment of taxation reserve.“ I asked whether 
all are phrases which are not uncommonly used 
an auditor to indicate transfers from taxation 
reserves. The iy was, That is so.” It is a phrase 
which it is said t Mr. Morland deliberately prepared, 
selected and chose as a phrase that would convey nothing 
whatever to the ordinary mind. The next question 
I put to Lord Plender was, Those transfers may be 
either small or large, and he replied Ves.“ The 
Attorney-General said “I do not doubt that some 
reserve is by no means infrequently brought into the 
profit and account, either to do away with, or 
diminish a loss, or to turn a loss into a profit.“ That 
is this case. Lord Plender accepted that statement 
by the Attorney-General. I also asked Lord Plender, 
“If you saw such words as these in a profit and loss 
account, you would understand from them that there 
had been a transfer from the specific reserve, E.P.D. 
or otherwise, which might be small or large?” and 
he replied “ Certainly.” 

Sir Patrick Hastings went on to declare 
been that Mr. Morland had 
conve nothing to the ordinary 
balance sheet was produced when 
in the box, and it contained the wo 
of taxation reserve,” and the q 
whether 


Kylsant might, if a question 
that he did not want to go 
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year. In those cases, when such reserves were not | 
required, they would properly be brought back into the | 
profits of other years, and would become a regular credit. | 
The Attorney-General had said that up to a point money | 
some transfer had taken place. 
Counsel went on to say that he cross-examined 
pared to deal with the matter through Lord Plender. 
The Attorney-General made it quite plain in his opening 
to the jury that he adopted the course that it was not 
necessary for the defence to establish that it was legitimate 
to put sums to a secret reserve, and up to a point to 
bring them into the profit and loss account without | 
disclosure. Owing to the case submitted by the Attorney- | 
General, the first half of the cross-examination he (Sir | 
— — — 
unnecessary. y started the case with the assumption | 
that up to a point a secret reserve in a balance sheet was 
legitimate, and transfers from that secret reserve to there had been a transfer from the taxation reserve 
profit and loss account without disclosure, up to a point, | account. He asked his Lordship to say that Mr. Morland 
were — = wen The Attorney-General, however, should not be allowed for one further moment to stand 
tiene A Mr. n hed n the regulas, 
. asked Plender whether practice | recognised phrase amongst accountants. 
was followed by firms of the very highest repute, and might be Onid an secoumtent would understand the 
he agreed. phrase when he wrote it or read it, but it was just 
Counsel said that he put the specific question, “In| possible it might be a question of fact whether that 
your view no exception could be taken to that?” The | strange who was unknown to any one of them, 
e eee eee ee be and called an “ordinary person,” would understand 
Pe it. That was not the test to apply in that case. They 
The Judge: That was a 222 answer. As a knew that the balance sheet went to shareholders repre- 
principle, no exception could be taken. senting millions of pounds of money. It went to people 
Sir Patrick Hastings said that one started with the in the City, such as solicitors, auditors, officials, 
r aiieet: sesteces wese| men and poor suen, ahd pamene in ob parte of ES 
legitimate and almost ordinary. Transfers to the profit | country. n 
and loss account were also ordinary and legitimate, slightest doubt as to the position, could have gone to 
but there came a point, which the Attorney-General | the general meeting and asked what was meant. An 
admitted r 
some indica poet eng emer His cross-examination | was entitled to assume, that as words were in the 
of the witnesses for the Crown was based on the fact | common form, the recognised form, and the well-known 
that it was no use looking at a balance sheet and saying | form, that if they were not understood and anyest 
it was not accurate, becatise it did not disclose secret | wanted to know more, they could ask a question. 
reserves. The evidence for the prosecution, and the DDr 
opening for the Crown, was that it was legitimate up to deeply the matter, 
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owing to competitors. Mr. Morland, however, could 
pot assume that. The words he used were in the 
ised form made use of by men in his profession. 

Counsel pointed out that after Lord Plender had given 
his evidence on that point, not a single question was 
put by the Crown to any accountant on the matter, 
and they were not asked to disagree in the slightest with 
the evidence which Lord Plender had given. Accountants 
who had been called as witnesses had not been asked 
from first to last if there was anything in the document 
which could mislead any person of ordinary intelligence 
who might be expected to peruse the account. Sir 
William McLintock went into the box and gave evidence 
on behalf of the prosecution, and not one single question 
was put to him to the effect, Do you disagree with 
the view that this is a perfectly good indication of a 
material fact.’ A partner in the firm of Messrs. Blease 
was also called, and no suggestion was made to him 
that it was not a perfectly proper document. As a 


‘result of the cross-cxamination of Lord Plender, Counsel 


said he would suggest that that witness had said that 
it was proper. After that evidence, he invited his 
Lordship to say that it could not be right for one moment 
that Mr. Morland should be standing in the dock. 


FIFTH DAY’S PROCEEDINGS. 

Sir Patrick Hastings, continuing his argument, said 
that since the Court adjourned the previous evening, he 
had devoted some attention to the questions which the 
Judge was good enough to put in the course of his 
(Counsel’s) submission. The first question he had con- 
sidered was as to what was the province of a profit and 
loss account. One could not get a better general definition 
of the purpose of a balance sheet than what was contained 
in the certificate. That, as his Lordship knew, was prac- 
tically in the statutory form, and was attached to the 
auditor's certificate. It stated “the balance sheet is 
properly drawn up so as to exhibit a true and correct 
view of the state of the company’s affairs, as shown by 
the books of the company.” 

The Judge: The requirements are more stringent now 
under the Act of 1929. 

Sir Patrick Hastings remarked that under sect. 124 of 
the new Act there was a statement as to what the certifi- 
ente should contain. The Act said, Every balance sheet 
of a company shall contain a summary of the authorised 
share capital, of the issued capital, and its liabilities and 
assets, together with such particulars as are necessary to 
disclose the general nature of the liabilities and assets, and 
to distinguish between what are respectively the fixed 
and floating assets and state how the value of the fixed 
assets has been arrived at.“ That was the new Act. 

The Judge: Which, I suppose, does not apply to 
chartered companies ? 

Sir Patrick Hastings: No. 

Counsel went on to say that there was a little further 
guidance before the Court in the matter of certain docu- 
ments. Lord Plender was called as a witness, and he 


gave evidence which was desired to be equally applicable | de 


to either the prosecution or the defence. Lord Plender 
put in a little red book when he was in the witness box. 

The Judge: He did not put in any red book, but he 
was kind enough to give me a copy. I am sure the 
Attorney-General w not object to your referring to 
any passages in it. I do not thihk it would be correct to 
say the book was put in as an exhibit, but it was given 
to me for — 


to the object for which it was formed. It shou 
drawn up in such a manner as to afford share- 
an adequate means of ascertaining by perusal 


and inquiry the value of their interest, without disclosing 
information likely to cause loss or injury to the business. 
It was the province of the auditor to apply his trained 
mind to a critical examination of the balance sheet, in 
a to see whether it substantially fulfilled those con- 


An auditor was not required to certify to an exact 
state of affairs, but he must be satisfied, in the light of 
the evidence available to him, that the balance sheet was 

roperly drawn up in accordance with customary usage. 

here could not be a fairer or more accurate view of the 
purposes of a balance sheet and the purpose underlying its 
preparation than the statement to which he had just 
referred. With that assertion. everyone would un- 
hesitatingly agree. In that case he was bound to call 
the Judge’s attention to the fact, and it was of the greatest 
importance, that not one single professional man, though 
certainly three and possibly four accountants had been in 
the box on behalf of the Crown, had suggested that in 
any respect, after examination of the figures, the balance 
sheets and profit and loss accounts in question were 
untrue or misleading in any way whatsoever. At the very 
outset of the case, by way of interruption in the Attorney- 
General's opening, he said that his case was that every 
statement in the balance sheet was, by proper inference, 
absolutely true. He hoped to be able to satisfy the 
Judge on that point in a few minutes. 

The a said that what Counsel was saying, in the 
presence of the jury, might be helpful to them in their 
deliberations, if they to deliberate on the facts. 

Sir Patrick Hastings : The question is whether there is 
any evidence at this moment that the document is untrue. 

The Judge: The jury have the right at any time, 
having heard the case for the prosecution, to say that 
they are not satisfied, subject to the right of the Crown 
to address them before they come to the final decision. 
That is a right which is not often exercised. A jury can 
stop a case. It is a large matter to ask a Judge to stop a 
case. He must be satisfied, as a matter of law, that there 
is no evidence. I mention that, because when you talk 
about matters of this sort, they are eminently questions 
for a jury in the City of London. Of course, the question 
of intent is always one for the jury. If it is said that these 
documents are sufficient proper, according to the 
provisions of the Act, then that is purely a matter for 
the jury. It is their function. I must not usurp the 
functions of the jury. 

Sir Patrick ings: I would not invite your Lord- 
ship to do so. But I am bound, in the view we take of 
this case, to submit to your Lordship the matters which 
are r for your Lordship’s consideration alone, and 
one is that there is no evidence at all that this document 
is false. 

The Judge: To say that there is no evidence at, all is 


to say something which is a proposition of law. It may 


well be that you have a document which in every detailed 
examination, point by point, is technically correct, and 
t such a document may create a false impression. Then, 
it is always a question, if that is a possibility, is not it a 
question you have to answer? You may have to answer 
two questions, and 1 more. The first is, was it 
such as to reasonably create a false impression, and, 
secondly, was it intended to create a false impression ? 
Those are two separate questions, each vital. mere 
fact that you can analyse a document, point by point, 
and say there is nothing inaccurate is not conclusive. 
It is for the jury to answer. 

Sir Patrick Hastings said that in his submission the 
case went much farther than that. There was no possi- 
bility, he urged, on the documents and the facts as they 
now knew them, of the documents in question being 
untrue. 

The Judge: The Attorney-General has opened a view 
of the documents which may merit the consideration of 
the jury. He says that they may involve a view that the 
company was trading profitably. I would hesitate very 
much indeed, in a case of this sort, to withdraw the matter 
from the proper tribunal here, which is the jury. They 
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was, in fact, read during the progress of the case at the 
Guildhall Police Court, and was approved by one of the | H 
Witnesses for the Crown as being an accurate statement. : 
‘In that book was set out quite clearly Lord Plender's 
view of a balance sheet. The book stated that every 
balance sheet was a summary of facts and things, and 
should represent what, in the judgment of the directors, | 
Was a fair statement of the financial position, having | 
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are the judges, unless I may say as a matter of law there 
is nothing that they may consider. 

Sir Patrick Hastings stated that he would accept that 
proposition, but he was directing himself simply solely 
to the point that there was nothing which the Judge 
could leave to the jury by reason of what was the necessary 
legal effect of the documents and the facts as they were 
now known. The Judge was quite right in sa 
the real underlying principle was one of law. view of the company’s 
however, a vital distinction between a criminal and a 1 * beyond all question that 
civil case. In a civil action, a jury were not entitled to at time when the profit and loss account was issued, 
stop a case without the party inst whom it was being | quite apart from the figures which had been discussed in 
stopped claiming his right to , and his right to require 
a to sum up. 

The Judge said he had been leaving that over deliber - 
ately. He had never known a case in which the jury | pounds. 
indicated a view that they ought to find a verdict for 
the defendant in which there had been any further pro- 
ceedings. He deliberately left over the question whether 
it was competent or not. All he could say was that in 
practice a certain course was followed. 

Sir Patrick Hastings replied that in a com 
recent case that point arose. He referred to case of 
Hobbs & Tilling, and said that in a civil case it was 
held that there was a right on the part of the 

to require the J to sum up. That was not so 
in a criminal case, as re were no opposing parties. 
That was the vital distinction. In a criminal case a jury 
might say at any moment that there was no case that 
required answering. In a criminal case also there was a 
far more important function for the Judge to perform, 
and that was that it was not only within his province, 
but it uently that he said that a case should 
not be to the jury. In a civil case a Judge might 
hold that there was a scintilla of evidence, but it uently 
happened in a criminal case that the Judge that, 
although he could not say as a matter of law there was not a 
scintilla of evidence, it was in his opinion a case which 
r 

His Lordship agreed that that was done, but he ted 
out that the more common practice was to give jury 
un opportunity of expressing their views. 

Sir Patrick Hastings observed that that still left open 
the question of whether there was any evidence at all 
against the defendants. He added that the defence 
attached importance to the point he was submitting, and 
it was only fair that the matter should be submitted to the 
J in a short and concise form. From every aspect 
of case, so far as it related to Mr. Morland, the only 
two suggestions made on behalf of the Crown were based 

the words “ adjustment of taxation reserves,” and 
the statement made by the Attorney-General, who said, 
“ Obviously there comes a time 
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points he had to meet. It had been said that obviously 
there came a point at which the continued and deliberate 
and excessive utilisation of hidden reserves quite mani- 
festly presented an untrue picture of the company, viewing 
the enterprise of the company as a continuous and con- 
tinuing whole. That was statement made by the 
Attorney-General in opening the case, and he — 
it was the only case that could be suggested against 

client as to make it even arguable in law. The argument 
of the Attorney - General was, however, based on a false 


witness who had ever made use of the term old reserves 
was Sir William McLintock. That 1 when he 


the Larceny Act of 1861 is a section which, now that we 
have come to the end of the case for the prosecution, 
can be said to give solid support for the continuance of 
this case. My submission, and I will try to put it in a 
secret single sentence, is this, that what sect. 84 prescribes is 
whether, in transferring the E.P.D. not economy of information but materia! falsity in the 
1927 the company were consciously information which it does give. 


118 Ship : in remember tat. 
Sir Patrick Hastings said that those were the two 
made to secret reserves was quite fallacious. The only | 
ee 
; single question regarding the matter. Such a procedure | 
might have rendered it impossible for such a statement to | 
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the whole question as to whether or not companies 


should be called upon by law to state more p 
had warned him that there might 

as matters now stood, there was no 
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was false in a material particular. There were occasions 
ope 


EE os that cnct’ 86 of the Larsen 


see 


2 
2 a 
: i 
E 
i 
1 
5 


any 


directed to what was affirmatively 


eee 
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had called economy of information 


statement 
It means a document. 


In the course of the 
ts be kept in 
was the publishing of a 


affirmative statement 


a section which 
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The Judge: Econom the matter was covered 
the question, unless what ars, such as they were, 
not said, produces a fals he material particular 
Sir John Simon went ent was false, was as to 
put the matter as clear! y. : 
what he was submitting 
statement that the jury true position of the 
gecount. He invited t bne or not is a question 
say that he desired to 
That he had submitted, 
astruction of the section 
the limited character, 
acter of the information 
It was not a section 
enacted to prescribe and call for information. It was 
| a section solely addressed to the falsity of the knowledge 
| of the accused, of course, with intent of the matter 
| which was stated. If that were not so, then the case i 
; | would have taken a very different course from the | 
| a the prosecution was not limited to that 
| action was concerned with what was R arnt . 
| revealed, as from alising what was 
not revealed, a ail erent state 9 would arise. | 
. The new Companies Act, which did not come into that 
case, was framed as the result of a Government Com- 1 
| mittee’s recommendation. In that committee’s report 
what | 
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a d it. The question is, what is the 
the 38 by the pro 
hd that Sir W McLintock, s 
consi ith sincerity, said that in his vie | 
allirmatively stated published or printed was concerned, it came from old 
not a point on the criminal charge to say d that was untrue and your 
looking back with all the wisdom of prospe at it is Sir William MeLintock 
the economic position of 1926 and 1927, thé the nature of these things. It . 
Many things which it would have been wise, ssion, so clear that your Lords | 
and proper to have stated. liberty of a British subject to 
The Judge: It is not a question of prosp is clear that the different matte 
Sir John Simon said that he would put the obs into credit in the profit and loss | 
More in the form of criticism. — 1927 in fact did not come from 
The Judge: The material particular which i in fact were profits which were 
Was false must have reference to existing fact. n at that time, and not before. 
Sir John Simon: Not prospects. The Judge: That is going into the facts. . 
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John Simon: If your Lordship thinks it right 
ve the matter to the jury, what has happened is 


not to the production of information, but simply and 
solely to penalising as a crime that which is false in 


Sir John Simon: I do not conceive that specific 
words have to be pointed to. 

The Judge: I have considered the matter, and in 
my own mind I have come to the conclusion that it was 
too narrow a view. 

Subsequently, the Judge said he had given what might 
be called a public view of the matter, and Sir John 
Simon added that he was sure it had not been done with 
any “intention to deceive.” (Laughter.) He went 
on to say that he did not desire to say more. He 
appreciated what the J had pointed out, that the 
Jury were entitled to say if they did not wish the case 
to proceed. 

The Judge: I think the case must proceed. 


Sin Joux Simon’s ApDDREsS. 

Sir John Simon then addressed the jury on behalf 
of Lord Kylsant. He said he was sure the jury would 
thoroughly understand that the disctission which had 
taken place between Counsel representing the defendants 
and the Judge, and the latter’s decision, had arisen 
because it was very desirable at that stage to have the 
issues clarified. In addition, it was their duty as Counsel 
to get the Judge’s ruling as to whether the matter should 
stop finglly at that point. The Judge had taken a 
certain view, and he (Sir John Simon) was not embarrassed 
or disturbed. The J referred to leave the bringi 
of the matter to a con to the jury after they 
heard enough to satisfy themselves that they ought not 
to convict the defendants on that criminal charge. It 
was very easy to spend a little time in rnetorical 

„ but he desired to point out how serious a 
matter it was, and how humiliating it must be to men 
who had borne a very honourable name to have to stand 
in that place whilst a criminal charge was investigated. 
The defendants, after all, looked to the jury as a body 
of fellow citizens who had been called there by the fortune 
of the ballot to do what was right, and to listen patiently 
to what was said on their behalf. 

I am going,” said Sir John Simon, to call Lord 
Kylsant. It is ri that you should hear from his 
own lips what he to say as to this most injurious 
imputation that he has been acting with intent to deceive. 
Before I call him I think you will excuse me if I occu 
your time a little in bringing together what are 
salient facts and features of the case. In my submission, 
when those facts which have now been ascertained are 
placed as clearly before you as they can be placed, and 
when the outstanding facts of the case are disentangled 
from this enormous mass of paper, details and figures, 
my submission is that trying Lord Kylsant here on 
this criminal charge, you are entitled to say, in the 
absence of firm proof such as would satisfy a reasonable 
man, in his own case, that there is no guilt. My sub- 
mission to you is that the ultimate conclusion of this 
ease will be found not to be in doubt. Let me use such 
powers as I have to make clear what, as it seems to me, 
are the salient facts of the case. You have got a great 
company which has existed now for nearly 100 years. 
por lo aang cages a gpa page orale lyr eng 

ies which has got a charter m the Crown, 


and is therefore not a company of mushroom growth, 
but it has developed and become one of the great com- 
mercial institutions of our land. It has faced fierce 
competition, subsidised competition, and has kept its 


= 
— 


flying in good times and in bad times over a great 

se of years. I do not think anybody will doubt hat 

it owes, and that every shareholder in it owes, a great 

deal to Lord Kylsant. It was perfectly possible for 

this great company to have distributed in its yeas of 

ater prosperity dividends far bigger than were 
istributed.” 

Counsel said he would like the jury to have before them 
a tabulated statement which he had produced showing 
the profits earned by the Royal Mail Steam Packet 
Company. That statement covered the seventeen years 
of the Company's history which were mentioned in the 
2 ewet what in fact was the rate of 
dividend which in the course of the very prudent manage- 
ment of the company was in fact paid. “Is not it a 
very striking thing that over a very large number of 
years you in fact have a company which might have 
paid 13 per cent., 17 per cent. or 11 per cent., and which, 
until you come to the two years of 1926 and 1927, which 
have been selected for a criminal charge, had been 
sailing its steamers to South America in competition 
with the United States, making other voyages, and with 
lines in different parts of the world, and has been able 
in the face of most intense competition to achieve great 
prosperity. Why was it that it did not distribute every- 
thing it might have distributed in those years of 
prosperity. Manifestly, because you are dealing with 
a branch of trade which has great fluctuations.” 

Some scientists and students held the view that there 
was really a cycle in the prosperity of shipping com- 
panies, but that was not a question to be decided in 
that case. Many practical people, and many business 
— thought such was the case. The jury would 

quite satisfied when they had heard Lord Kylsant, 
who had a life experience of shipping, that such 
was his opinion. Experience went to show that there 
had been such a cycle in the past. Therefore, if directors 
conducted their company on conservative lines, they 
abstained from paying out the whole of the profits 
which were earned when they were on the crest of the 
wave. By so doing they would be able to maintain a 
general level of dividend when the wave was in the 
trough. The view was taken by many people in 1927, 
including some politicians, that there was a cure for 
unemployment, and that within a certain period things 
would mend. Looking back over 1928, 1929 and 1990, 
over what might be called the economic blizzard, it 
could be stated that the trough of the wave might last 
an exceptionally long time. 

During the course of the case, he had only attempted 
to make one feeble joke, and that was when he stated 
that profit” in a profit and loss account was not spelt 
“ prophet.” He had a reason for making that state- 
ment. If the cycle of good trade had returned, as many 
people in 1927 thought it would, and things had gone on 
on an even keel, then, instead of Lord Kylsant 2 
in the criminal dock, he would have been acclai 
as one of the men of British business who, in prosperous 
times, pursued a conservative policy, and in evil times 
took advan of that conservative policy in order 
to maintain dividends, and he would have been 
pointed out as a man who had kept his fect and iS 
company out of a period of difficulty. What was the 
position in 1930, three years after the facts which were 
now being investigated. Unhappily, contrary to the 
confident predictions of politicians, and contrary to the 
expectations of many other people, there had been 
catastrophe and calamity in trade. That had happened 
to a large part of the trading community of the country. 

It was true that in 1930 the situation of the Royal 
Mail Steamship Company was such that it had to apply 
for itself and its subsidiaries for the further assistance of 
the Credits Committee which the Government 
That course was necessary in connection with the Govern 
ment being asked to continue their guarantees to the 
for some time longer. Thereupon Lord Plender, the 
Chairman of the Committee, properly said he would 
an independent investigation. That investigation was 5 
undertaken for the purpose of finding out whether 
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not to the prejudice of anybody. I am bound to submit but for 
the point. I submit most strongly that the section the pros 
is addressed, not to the encouragement of disclosure, — 
a material particular to the knowledge of the author. 
The Judge: I wondered at one time whether the 
true construction of. the section was that specific words 
had to be pointed to which were false. On reflection, 
it seems to me that it is a narrow view to take. No 
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of 1926 and 1927 of the Royal Mail Steam Packet 
could be used as a basis of a criminal charge, 
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profits. They were distributable profits, and could not 
properly have been distributed before. They were rightly 
distributed then. It certainly cannot be a matter of 
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Proceeding, Sir John Simon said that the directors of 
the company were pe one keep profits for 
equalising dividends. In years were 2 
they were entitled to distribute a less dividend. t was 
not done in order to put a balance into a drawer and lock 
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said would observe that it showed what was never 
shown before. It was not a case where the com- 
pany went on paying 4 or 5 per cent. for pure justifica- 
tion, but where it was able to do so because of the very 
policy of equalising dividends which was the intention 
of such a t corporation. Where would the banks of 
the City of London be if every year they were to state 
publicly what had been the degree of prosperity or other- 
wise during the twelve months? Did the jury think 
that they went along with a level of profit 
year after year. 

Counsel said he wanted to call the attention of the jury 
to the case where it was recorded by those responsible 
for the prosecution at the time when it began. He was 
entitled to read a from the shorthand notes of 
the first day at the Guildhall. The jury would appreciate 
why it was that the defence suggested that some par- 
ticulars t be useful. They had to take into account 
also that re was no cross-examination at the Police 
Court. The Attorney-General was entitled, of course, 
to come there and present his case, and Counsel was not 
> complai of it in any way. Lord Kylsant and his co- 
defendant very great reasons to be grateful that the 
rosecution was in the hands of a man who was maintain- 

the traditions of a great office. The jury had to 
examine the case which Lord Kylsant was supposed to 
have to meet when the summonses were issued and when 
Lord Kylsant surrendered before the Lord Mayor of 
London. Quoting from the shorthand notes, Sir John 
Simon said that the submission for the Crown was that 
the “ balance for the year, including dividends on shares, 
Ko.,“ was not a clear representation to the shareholders. 
It was also said that the adjustments of taxation reserve 
were relevant to the year. He wanted the j to turn 
to the balance sheet of 1926, and refer to a sum of £439,000 
odd. Counsel said he made one claim before he called 
any witnesses at all. He was claiming that every one 
of four allegations made had not only not 2 — 
in the Court, but every single one of them been 

roved by the Crown witnesses. 

ak ing one of the four allegations, Sir John Simon said 
that the first was that it was a clear representation that 
the company had earned in the on its trading £439,000 
odd subject to some modest adjustments, and 20 on. 

The very first question that put to Sir William 


McLintock was, Do business people and accountants 


it had cost them on the other. That was perfectly clear. 

Sir John Simon went on to say that he was perfectly 
content that the jury should at such time pronounce 
their view on the matter, but it had to be realised that 


what the company had made in the course of a year, and 
when Sir William McLintock was cross-examined he said 
that it did not show that the company had made a certain 
profit. Counsel submitted that four lines to which he 
referred made no statement whatever with regard to the 
trading operations of the company. The ag * 
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Government guarantee, very properly, was not hes . 
be offered to people unless they could show a possib y 
in the times coming which would justify the Treasury . 
und the | taxpayer in lending money. Sir William 
intock, as the jury knew, made a — report, but i 
all. ; 
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= that every - which was distributed was not 
itup, but in order that the ce might availa 
and might justify the maintenance of dividend in later 
11 It was a direction of the charter under which 
Kylsant was acting, and one of the powers that the | — 
directors had got for the good of the company. — distinction a ee and — account and 
especially easy those trading account? ir William replied that 
vie hed 1 8 great | they did. A trading account was an account which 
complicated concerns like the company in question, that showed what they had earned on the one hand and what 
Kms not a proper thing not to distribute all wer profit 
r — one co he tole a rofit | 
cps had been made. ft was an cary thing, perhaps, 
say that our com a booming r, 
the shareholders liked “they could have a dividend of | Lord Kylsant was first . before the Court when 
r t was then thought to be 
no doubt the truth. o one was cross-examined at that 
| time. It was said that Lord Kylsant had published four 
lines relating to the trading profit of the company or | 
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rising, and was about to flounder. f 
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exhibits 93 and 94, they would see that Counsel had 
put into those a profit on trading. In 1926, the figure 
of £432,193 was a composite figure, some of the figures 
having ing whatever to do with the sailings of ships. 
The figure of profit in the one was disclosed, and in 
the following year would see that the figure was 
£118,750. It was admitted in the proceedings that the 
figures which had been given did not mean that the 
4 t. or a certain profit, for the 

It was, however, turned into a profit by other 

being added. 

Sir John Simon then dealt with the adjustment of 
taxation, and said that at some earlier time there may 
have been some doubt as to how much should be reserved 
for certain purposes, but in the meantime if something 
was earned it clarified the position, and there could be 
something, either big or small, which could be trans- 
ferred to profit and loss account. The way in which 
accounts were kept was that if they decided that they 
were not going to distribute 13 or 15 per cent., but only 
6 per cent., they could carry a sum to a published reserve 
and the public would know of it there. There was one 
way of securing a hidden reserve, and that was with 
buildings. Counsel added that it was said that the Bank 
of „ he did not know whether it was true or not, 
had its building standing in the books at only £1. If they 
were to observe the balance sheet which was produced, 
the jury would see that the position was perfectly plain. 
If they were to go on publishing documents and 
stating exactly how much a company had got in reserve 
and exactly how much money had been transferred, what 
would the consequences be on the share market? The 
one thing that they would be seeking to avoid would be 
that disclosure, and instead to keep up a steady rate of 
dividend. It was essential that the management of 
businesses should use what Counsel would call an economy 
of statement. It was perfectly legitimate, when the 
were engaged in making a balance sheet for the year whi 
was going to give trading returns, for the profits to be 
— stated, and to move them into a — and 

account and to move them without stating how much 
they were moving. 

The shareholder, said Sir John Simon, was perfectly 
entitled to ask at the meeting of the company for an 
enlargement of the figure, or for any other particulars 
that he might desire with regard to the profits or transfers, 
or practically any information he wanted. Being a 
shareholder, he had that right. Counsel had never been 
a director of a company, nor had he been the chairman 
of one. He would imagine, however, that a chairman in 
such circumstances, and a chairman who had helped his 
shareholders year after year, would say, Of course, you 
shall have such information as you really desire, but may 
I tell you that the directors are strongly of opinion that 
it is in the interests of the company that you should put 
this amount of confidence in us without telling you how 
these reserves now stand.” 

Counsel said that unless that view was taken, or 
adopted when necessary, there would be lations on 
the Stock Exchange which might take the roof off.” 

Counsel submitted that without a single word of 
evidence that of the case was completely exploded. 
Now it was that the statement must be relevant to 
the year, and that statement was a representation that 
whatever had been b t in was relevant to the year. 
It might be that the profits had been earned in the year, 
but it might mean, and it had been said that it was 

t, that it became distributable in that year and not 

fore. If the first of those things was right, it was 
already disposed of. It had been said that it could be 
nothing but the proceeds of the trading of the year. Had 
agreed, however, that it was not the trading 
of the year? The cross-examination of witnesses had, 
submitted Counsel, conclusively proved that. It was 
brought into the particular year to be regarded as avail- 
able for distribution, and it was not from some old 
source where it had been kept ready to be drawn upon 
at any moment, or waiting for a rainy day. Counsel 
was at a loss to understand 


why they should not be able 


to draw on profits that had been made i " 
year. He did not understand how any business anil 
go on if it was not legitimate to put aside profits earned 
in an earlier time and kept for a later time. It was per. 
pectly legitimate to distribute profits which they 
made and which were free. The jury knew it had been 
said on several occasions that at the time they were 
distributed they were free. What they could not do 
— — —— profits beſore they had been made 

ounse n engaged in proving that eve ; 
= 2 was — to the — * 

Sir John Simon then asked the jury to be patient 
him again, because he wished — look 4 = 
documents that he intended to quote from. They would 
be able to follow the figures more easily if they did 80. 
Let us make a bonfire of them when this case is over.” 
said Sir John, everyone must be sick of them; if any- 
one likes them, perhaps he will be able to keep them as a 
memento, or as a great case in which decided income 
tax credits.” aie 

Counsel said that in the summer of 1926, when the 
company was engaged in distributing the dividends for 
that year, it was entitled to deduct a very considerable 
sum, and it was there and then credited in the books, 
In that year there was a payment from the Crown back 
to the company under the section of the Income Tax Act 
which gave them a sort of consolation prize when the 
company was not doing so well. Then came along the 
most complicated excess profits duty business which 
was one of the so-called mysteries of the law. It had to 
be remembered, however, that what was lost on the 
swings was made up on the roundabouts, and such was 
the provision of the law. Sir William McLintock did 
not know the whole of the particulars when he wrote his 
report, and when Counsel called his attention to the fact 
Sir William admitted it. Sir William was questioned 
with regard to figures arising out of the year 1926, and 
admitted that a sum became free in the course of that 
year. Counsel said he had been guilty of going over the 
same ground more than onee, but it became necessary, 
and he would remind the jury of the evidence of Mr. 
Matthews in the witness box, when Counsel questioned 
him regarding the figures or the sums which became 
available in 1926 and 1927. Mr. Matthews had said 
that when those amounts did become available they 
were promptly transferred to profit and loss account. 
The jury would remember that Counsel asked Mr. 
Matthews, They did not come out of old reserves at all, 
and Mr. Matthews had replied, ‘‘ They did not.” 

It had been said by the Crown that the balance of 
£439,000 odd was only brought about by wholesale 
transfers from hidden reserves, which had got nothing 
whatever to do with the year in question at all. It was 
said that Lord Kylsant criminally brought into the 
accounts amounts by wholesale transfers from years 
before and which existed long > 

It now appeared, said Counsel, that they first reached 
the ledger in the very year in which they went out, and 
to a large extent they were actually paid in cash by a 
warrant on the Treasury to the Royal Mail Steam 
Company in 1926. 

That was not the whole case, said Counsel, but he 
claimed to have established before the jury conclusively 
that very pees There was not a — ol = in 
regard to the allegations regarding the income tax, 
every witness whom he had cross-examined on the point 
had agreed with his view. 

Counsel then said he wanted to to the exces 
profits duty accounts. “In this wicked world, said 
Counsel, in which we live let us be careful that there 
is not going to be any more of it, but for years after f 
was imposed it was one of the most complicated cot 
troversies which ever came before accountants or lawyer 

Continuing, after an interval, his address to the — 
Sir John Simon summarised—and he hoped it 
be for the last time—the part of the case, and one whieh 
he characterised as the most important part, 


on E. P. D. The point, he said, was one of 


enormous 
importance, because very large sums were involved, 
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eurer I jeause of the way in which it was at one time regarded, r 
88 could § e indeed presented, and because if the view which substantial sum to profit and account, and they 
s earned I i had tried to bring out, and which had been confirmed | did transfer £550,000. They had done so with all the 
a8 fer. by witnesses, was understood and applied by the jury,| more confidence because that was the year that the 
y jt would at a blow explain away an enormous amount | obsolescence claim and the deferred repairs claim were 
ad been of the misunderstanding, as he believed it was, which | settled as between tho company and the Government. 
*yY Were emed to have prev at one time in regard to Having transferred we £550,000 to profit and loss 
1 account, they were left with a balance of £110,000. The 
made. the situation more fully, he said that reason why they were justified in reducing the balance, 


one of FFB. was imposed early in the war, in order that | which at the beginning of the year was nearly £400,000, 
businesses that were making more than a certain standard | to £110,000 was that situation was becoming clarified, 
nt with war profit, could contribute, and contribute very | as Mr. Matthews had said, which meant that the Govern- 
ne more e, to the expenses of the country. Indeed, ment had at last agreed as to how much was to be returned 
y would the duty had risen at one time to such a height that if under the headings of obsolescence account and deferred 
did so. rn r than | repairs account. It was true that there was still out- 
5 over, the datum, then eighty per cent. of it, or four-fifths, | standing the actual settlement about what was to be 
if any. yas taken for the general revenues of the country. It done concerning E.P.D., but it was not likely to be a 
em 88a ud extended over a period of seven years, having ended | very serious matter, and therefore the y was 
income in 1921, and when it come to an end there had been | justified in reducing the balance. Had an ever 
an immense amount of discussion, negotiation and made so absolutely plain ? 
hen the eantroversy between the great businesses and the Revenue | The Act of Parliament which dealt with these adjust- 
nds for | Authorities, in order to determine what the right charge | ments stated that when * repaid by the Govern- 
iderable | was, That had gone on for years. In this case, as had ment to the yer on E.P.D. account, the amounts 
books. deen stated by Mr. Matthews, an accountant of the | received should be treated for taxation purposes as the 
m back RMS. P. and . Stewart (Chartered Accountant), the income of the year in which they were repaid. 
fax Act J matter was not finally settled until 1927; indeed, Mr. And now, he continued, came a very serious additional 
ven the | Stewart had said that it was not really settled until fact. It was no part of his duty to utter a single word 
mg the § 1930. The matter was a very difficult one to deal with, of rebube ot mpsenth sguines cxubeiy, ont Be muni 
= and one could not take a shot in the dark, because an not do so, but he pointed out that Sir William McLintock 
— . r allocation had not known facts. Sir William was one of the 
S of the figures for particular years. For one year & Sguses in the world of assountensy, carrying 
ich was | the charge would be 40 per cent. and for another year nse responsibilities on his shoulders, and had 
ck did | it would be 80 per cent. The jury must by now be brought into this inquiry, not in connection with this 
rote his quite satisfied that in truth and F rosecution, but for the purpose of reporting 
he fact £550,000 and £230,000 odd, which were taken into the to the Government as to the of the future 
i yal Mail and its group. 


loss accounts in the 1926 and 1927, trading operations of the Ro 
„were taken in in the or — They | In the course of cross-examination, Sir William had 


fel 
ate 
1 


* rofits, of course ; had been profits | said, with rd to the income tax figures, that these 
— until r become melted. Reading did arise in rs 1926 and 1927. Sir John added 
of Me | fum_the evidence of Mr. Matthews, Counsel said he | that he was certain that as soon as Mr. Matthews 
‘tioned | at asked, “ Was there any doubt that the item of | and Mr. Stewart had gone into the witness box he would 
— n prove Se the jury tes, whet De hed sold was tens. He 
4d said nel in that Mr. Matthews lied also asked Sir William McLintock if it were his 

that there was no doubt at all, and that it w not | evidence that, as regards any transfer from E. P. D. 
© they deen transferred before. Could an be | account in 1926 or 1927, the company at the time they 
“d Mr | Pilger than that, continued Sir John, and in that con. had made the transfer were consciously drawing upon 
at all,” nection he asked the jury to bear in mind what he had what was ascertained to be old, free reserves. Sir 

quoted as being the submission of the Crown when these | William had hesitated for a moment—because the 
nee of | “minal proceedings were started—that these q was a very detailed one—and had then said 
olesake brought about by wholesale transfer from * Yes.” 
— Weerves, which had nothing whatever to do with that The fact was, continued Sir John, that Sir William 
xen rr McLintock was dead wrong, demonstrated to be dead 
10 the „The gentleman who had given that information wang hy the evidence thet hed been called in this ease. 
yean | “aoe start had not quite followed the situation. Whether or not Sir William had been at that time 

The transfer of the figure of £550,000 to profit and | conscious that his information on this head was 
sached | 8 8ecount in 1926 was explained in exactly same | to challenge, Sir John did not presume to inquire, but 
t. and | (gee ner ger py „ when he had asked Sir William where he had obtained 
: by a | Stats afterwards, and with all the knowledge of | his information, Sir William had given an answer which 
1 * what had happened since, and then try and imagine what he (Sir John) had had occasion to test. A number of 

might have been done ; they should look at it as it | questions were asked, one of which was that it would 
mut he | "a8 looked at in the year 1926. From the balance proof be all wrong to imagine that in 1923 the were 
sively | “Sppeared that on the last day of 1925 there was a settled. In reply to that, Sir William stated 
ith in | “ute of £390,277 in the excess profits ledger. The first that he had obtained his information from a letter 
x, and iarae was whether thet amoupt was free befose thet written by Messrs. Blease & Sons, of Liverpool, dated 
point or whether, down to the beginning of 1926, it was | December 28th, 1923. That letter, said Sir John, was 
if the character he had referred to as “ frozen.” The | produced, but, he asked, What do you think it says? 
excess | “Wer was that acco to the view of the company BD did eet cate Gat all Gees finaes ween wetted. I 
* said § “the time there was a r prospective liability than | had stated that the writers had prepared an estimate 
there | ‘ty had provided for, and therefore, at the beginning | of the liability for the year 1920, and that, taking the 
fter it | lens, they had held on to the £890,277. Then, as he eo far as they were agreed with the Inspector of 
1 con- had stated previously, in the summer of 1926 the Revenue, | Taxes, together with the c for deferred repairs, 
yers.” As burst of generosity, had repaid £330,000 to the and making ample provision for further adjustments, 
“jury, | “™Pany. That was added to the £390,277 already considered the Hability would not exceed £180,000. 
iu | Mentioned. The £830,000 received 
which & “2¥ernment did not be 
nding § 8,000 of it had to go 
rmous 8 
oived, to consider | of the Crown whether there a substantial amount of 
it was not possible, in the year 1926, and because these reserves free from any period to the end of 1926. 
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He had replied that it was known that there was a very 
large sum free about the end of 1923. Sir John said 
he had ventured to interpose because the expression “ it 
was known was a form of answer to which he was not 
accustomed. Then Sir William had been asked what 
was the source of his information, and he had stated that 
it was obtained from the assistant accountant of the Royal 
Mail Company, who had dealt with taxation matters, 
and that he had also been shown a letter. Subsequently, 
however, Sir John had put questions on this matter to 
the witnesses concerned, and had shown that the matter 
was not settled until 1926 and 1927. Mr. Matthews had 
said that every year they had transferred from E.P.D. 
account into profit and loss account all that they could, 
as and when they had received it. Sir John had asked 
them if they had told anybody that all this was agreed 
in 1923, and their answers had been that it was not. 
He had asked Mr. Stewart whether it would have been 
possible to have regarded E.P.D. liability as determined 
and fixed in the year 1923, and Mr. Stewart had replied 
that it would have been absolutely impossible. 

The whole of this, continued Sir John, was a complete 
mare’s nest so far as E.P.D. was concerned. There would 
have been no harm in it even if it were true that in 1926 
and 1927 the company had distributed profits which it had 
been — — bad times, and, within a limited 
degree, it appear to him to be rather a praiseworthy 
course to adopt. But in truth and in fact neither the 
income tax transfer, nor the E. P. D. transfer, nor the 
corporations profits tax transfer, nor any other blessed 
item were antiques; they were not even middle-aged, 
but were in fact amounts which had just become available 
at that time, and were used just as they came in. 

Then in the course of the re-examination of Mr. Matthews 
a very instructive question and answer had been given, 
especially when one considered the issue of intent— 
because, after all, if the Court were investigating a crime, 
the intent of the criminal was not unimportant. It was 
put forward, said Sir John, somewhat dramatically, that 
this was a deliberate, cold-blooded, ingenious scheme, by 
which illegitimate figures were put into the accounts of a 

icular year, though drawn from long ago. If Lord 
ylsant had marched into the office and had said that he 
was the authority to decide how much should be trans- 
ferred, and had told Mr. Matthews that he must transfer 
a certain sum, that would have been one thing. It 
happened, however, that Mr. Pritt had asked who decided 
upon the precise figures to be transferred, concerning the 
amount to be taken out of E.P.D. account. Mr. Matthews 
had answered that it was he who suggested how much, 
and that very often his ion would be adopted. 
Mr. Matthews, said Sir John, been engaged through- 
out the period in question on the task of ascertaini 
how fast it was KU. 
make them a ble for transfer to the profit and loss 
account. 

The last of the four heads of im: „Said Counsel, 
was the most amazing of all. He drew attention to the 
profit and loss account for the year 1926, and pointed to 
a reference on it to the adjustment of taxation reserve. 
It was manifest, he said, that in the total balance for the 
year there was included something from reserves. There 
was also mentioned thereon an amount transferred from 
reserve fund, and it was manifest that there were two trans- 
fers from reserves. Yet when the case was presented on 
behalf of the Crown, the fourth allegation made was that 
the account was not a clear representation to the share- 
holders, and represented that the transfers from any 
reserve fund amounted to only £150,000. If anybody 
could say that seriously to-day, he could say anything. 
There was a published reserve fund, but it was perfectly 
clear that this company was one which, like so many others, 
had internal or secret reserves and he was not afraid 
of the word secret — put away. He claimed to have 
completely exposed and refuted the four allegations. 

While, of course, in a ＋ Ar matter 1 sort, 
investigation was perfectly t, it was trying for a man 
to sit day after day in the dock, awaiting the jury’s 
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ultimate verdict. But with great confidence he would ask 
the jury to say that they were satisfied that there was no 
material whatever that could possibly justify the con. 
clusion that there had been perpetrated a deliberg 
false affirmative statement or representation of any kind 
whatever. 

Sir John also emphasised the fact that even the new 
Companies Act, which contained provisions calling for 
more information, did not provide that companies must 
disclose secret or internal reserves. There was a 

reason for that. Those who were acquainted with 

iness would understand perfectly that it would be 3 
very bad day for British commerce, finance and industry 
if we did not place a proper degree of confidence in those 
who were managing — businesses to abstain from 
distributing to the full the profits which could be made 
when things were prosperous, in order that they might 
be able to assist and alleviate the position for those 
to whom they were responsible at times when business 
was depressed. It was so easy, in 1931, to look back on 
a previous year and to say, If I had been chairman of 
the R.M.S.P. I should have said more then.“ There were 
many politicians who claimed that if they had been Prime 
Minister in 1927 the world would have been different 
to-day. But in order to consider this matter one must 
throw one’s mind back to the actual conditions in 1927, 
There was reasonable ground for believing that at that time 
the tide of business began to turn. In the report for the 
year 1926, it was stated that there was a distinct improve- 
ment in outward cargoes for the first four months. That 
had meant that British exports were increasing. Then 
had come the general strike, and nobody knew for how 
long that particular infliction would have a reaction 
on British trade. But there were indications that the 
year 1927 was better than the year 1926. One might say 
that Lord Kylsant had no right to believe, as he did 
believe then, that things were inning to mend. That 
was a perfectly reasonable view to take then, however, 
no matter what the wiseacres might say in 1930 and 19381. 
If that view had proved to be true, Lord Kylsant would 
not now be in the dock, but would have been congratulated 
by enthusiastic shareholders upon the firm manner in 
which he had controlled the business throughout a difficult 


riod. 

1 to the prospectus issued in 1928, Sir John said 
tha be hand it quite impossible to take the view that 
the case against Lord Kylsant, with reference to the 
prospectus, placed a new and more difficult burden upon 
the defence. Sir John drew attention to the 

in the p us which stated :— 

Although this company, in common with other 
shipping companies, has suffered from the depression 
in the shipping industry, the audited accounts of the 
company chew that during the past ten years the 
average annual balance available (including profits of 
the Insurance Fund), after providing for depreciation 
and interest on existing debenture stocks, has been 
sufficient to pay the interest on the present issue 
more than five times over.” 

Sir John reminded the jury that the sum required to 
pay the interest on that present issue was £100,000, 50 
that the statement in the prospectus was equivalent to 
saying that the average annual balance available had been 
more than £500,000. The first thing to be 
was whether that was true. * 

The second paragraph quoted was as follows: 

After providing for all taxation, depreciation of 
the fleet, &c., adding to the reserves and payment 
dividends on the preference stocks, the dividends on 
the o stock during the last seven years have 

‘dends pe * from 1911 to 1927 

The divi 
were then set out, and Sir John emphasised that 
had not been for the — Ba equalising dividends as 
as possible the figures for t first few years in that period 
would have been far bigger than they were. The issues 
were whether or not it was true that during the last ten 
years the average annual balance available, including 


profits of the insurance fund, and after providing for 
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depreciation and interest on debentures, had been more 
than £500,000 a year; and whether it was true that 
hetween 1911 and 1927 it had been possible to pay the 
dividends mentioned, after providing for taxation, 
depreciation and adding to the reserve. There was also 
the question that if indeed anybody could say that either 
was , was it false to the know of those who had 
put it forward, and was it stated for purpose of deceit ? 

Sir John Simon, dealing with the question of the average 
balance available during ten years, after providing 


J 


e that the figures given were true. During the 
course of the case he had had the average worked out 
very r in the scientific way. Mr. Pritt had ad- 
mitted that if the figures were dealt with in what he said 
was the 12 way, practically the same result was 
achieved. whole point about the prospectus, when 
it of average, was this. It was saying deliberately 


through ten years it is true to say that, after I have 
— for depreciation and interest on debentures and 

got rid of my prior charges, there has been sufficient 
to meet the interest on what we seek to borrow five times 
over and more. 

“And that,” declared Sir John Simon emphatically, 
“js true.“ 

Counsel said he would begin to think that business and 
financial life was becoming too complicated for human 
nature if one was not entitled to say that so much was 
ches average over ten years. No one, in fact, supposed 
that a shipping company made the same average profit 
over every year. He hoped the jury had noticed that, 
when he was dealing with Sir William McLintock, he had 
pat a number of questions with regard to the matter of 


srvative lines that it was charging a rate of depreciation 
that in many quarters was held to, be excessive, and that 


and a million pou and put it aside as an 
addition to writing off ships. 
Another practical illustration of the policy to which 


tained records of the sale of the ships, and no one had | 
out any instance where a ship had been sold for 
than its book value. That meant that, if anything, | 
in this company, depreciation was being overdone. Sir 
William, when being cross-examined as to the rate of | 
Ee ae cate he hed taben She usual 5 pas cont. 
The Judge had suggested that he should be asked if there 
Was a usual figure. The question was accordingly put to 
Sir William, and he had replied to the effect that the only 
tsual figure he knew was the Inland Revenue figure of 
per cent. Counsel asked the jury specially to remember 
that when the prospectus spoke of providing for deprecia- 
tion it meant doing so on a big scale. 

Sir John submitted that the paragraph in the prospectus 
to which he referred did not om attaching to it, from 
beginning to end, any shadow of a taint of criminality. 
There was introduced at the beginning, he said, the 
warming, “‘ although this company in common with other 

companies has suffered from the depression in 
the shipping industry.” Had they any evidence that 
other shipping concerns in this country were booming ? 
fot at all. In the prospectus it was being e stated 
fo the intended investor, Now don’t imagine that this 
©mpany has not suffered from depression and don't 
imagine that our profits are what they would be in times 
prospectus, in fact, said in so many 
to begin by telling you that, like other 
suffering from the depression.” 

and his Court of Directors, in times 
prosperity, did not distribute all they 
buted, and therefore they were able to 
they might otherwise have done in 
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Dealing with the question of adding to the reserves, 


tion on fleet, paying interest, and so forth, | they 


Sir John said that when the case was opened it almost 
appeared as though eee thought there had 
not been an addition to reserves. 

The Attorney-General murmured something which was 
not audible in the body of the Court. 

Sir John Simon said he was obliged for Sir William 
Jowitt’s remark. Sir William had declared that he never 
said that, but had spoken to the contrary. It was then 
admitted, as a fact, that the reserves were increased. If 
the jury would turn to the front page of the prospectus, 
would see two lines which read: Reserve Fund 
1, 430,000; Insurance Fund, £1,311,755. 

They would recognise, of course, that on the face of 
the document there was a reserve of nearly £3,000,000. 
The Attorney-General had conceded that it was absolutely 
true that those reserves had grown. 

Sir William Jowitt (interposing): What I meant to 
say by my imterruption was this: I concede that as 
between 1911 and 1927 the 1927 reserve was larger than 
the 1911 reserve. I didn’t mean anything further than 
that, and I don’t intend to mislead you. 

Sir John Simon said that, taking the statement with 
regard to reserves as it stood, he found it hard to visualise 
anybody not taking the statement as meaning that the 
reserves at the end of 1927 were greater than at the end 
of 1911. If he had any doubt, he had only to refer to 
the other words, “ during the last seventeen years.” 

Throughout that seventeen years the company said 
they had not only provided very strongly for depreciation 
of fleet, but the added to their reserves, and that 
statement was absolutely true. 

If the jury looked at document 105 and directed their 
attention to columns 3 and 4, they got the whole story 
of the addition to the reserves—not a discreditable story, 
he should have thought, in regard to a great business 
concern. It showed that even in very difficult times when 
many people who were less prudent would undoubtedly 
have held their hands, this concern was continuing to 
pay into its insurance fund, with the result that the figures 
were absolutely as stated, and there was an addition. 

But apparently the prosecution were saying, Ah, 
yes, but there are two kinds of reserves.” t in 
Counsel’s view was a very funny thing. It was quite true 
that the peak of the internal reserves had been 
before 1927. The dividends in those years of di ty 
had been maintained, not by excessive epics | on the 

i 


published reserves, but by drawing upon other nternal 
resources. And what on earth was it sup should 
have been stated in the prospectus about it? He had 

t difficulty in understanding. Was it s that 


it was proper to have unpublished reserves, but if you 
issued a prospectus you must tell people about them. 

My submission to you,” said Sir John Simon, is 
this, I make it with great seriousness, and I invite you to 
consider it from this time on. I submit that the fair 
examination of the evidence already given in this case 
should satisfy any reasonable body of men and women 
that as matters stand the Crown has completely failed to 
establish this criminal charge. 

What the Crown had done in that Court and in that 
case was a thing which he trusted the Crown in England 
would always do, for it was a great tradition, the tradition 
of the prosecutor in this country. In some countries, as 
the jury might probably be aware, the barrister for the 
prosecution went all out to obtain a victory. 

There was no victory in a case of this sort in this 
country. It was simply a matter of getting justice done. 
The one object of those prosecutions for the Crown in 
that Court was to bring out the facts, and it was only just 
to Sir William Jowitt to 4 when he began to 
appreciate that there might some misunderstanding 
on the matter of excess profits duty, it was he who made 
it plain and made sure that the jury had all the possible 
materials before them. 

Sir John said it was his duty to bring before the Court 
the result as he conceived it to be of the figures which 
had been dealt with. He was going to call Lord Kylsant, 
but he was not going to burden the Court with many other 
witnesses. If the case proceeded to its bitter end, it 
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“would, he thought, be more proper that Counsel for Mr. 


Morland should put before them the evidence of a dis- 
— body — a 

“I submit,” sai r John in concluding his speech, 
“that it is quite clear that no body weighing this grave 
issue as to whether there has been falsity in the profit and 
loss account of that prospectus could say, ‘ I am satisfied 
that there has.’ Still less would he say that these state- 
ments have been made deliberately and falsely and with 
intent to deceive.” 

Lorp KYLSANT IN THE Box. : 

Lord Kylsant then entered the witness box. 

Opening his examination, Sir John Simon asked, 
“ You are a Grand Cross of the Order of St. Michael and 
St. George, are you not ; will you tell us the year in which 
you were made a peer? 

Lord Kylsant: In 1923. : 

I think you were born in the year 1863 ?—Yes. 

And did you begin your experience of the shipping 
business of Britain in Newcastle-on-Tyne, in the year 
1886. ?—No, it was in 1880. ; 

I think that in 1886 you accepted a position in Glasgow ? 


—Yes. 

And in 1888 did ou form a small coinpany—I think 
it was the King „ Ltd.—and acquire your first 
steamer ?— Yes. 

Lord Kylsant said the King Line was still in existence 
and he was still its chairman. He came to London in 
1902 for business purposes. 

Sir John: What was the year in which you were first 
elected a director in the Court of Directors of the Royal 
Mail Steam Packet Company ?—It was over 25 years ago. 

I have the record here. It was 1902, was it not ?—Yes. 

And afterwards you came to be chairman of the Royal 
Mail Steam Packet Company ?—Yes. 

And have continued to be chairman until the voting 
trustees——-?—-I am still chairman, but I have been 
given leave of absence by the voting trustees. 

I won't delay the Court and I won't embarrass you by 
going over any long list of your public life and services. 

Attorney-General, of course, did all that was hand- 
some a about that. You have had a great many 
responsibilities and interests of a public kind. Before 
you became a member of the House of Lords you were a 
member of the House of Commons. Some of us remember 
Pee as a colleague. You were a member for Pembroke 

roughs, afterwards a member for the City of Chester, 
and for the Chester Division. You are now Lord Lieu- 
tenant of the County of Haverfordwest, Vice-Admiral 
of North Wales, and of the County of Carmarthen ? 

Lord Kylsant agreed that the 2 4 of Counsel 
were correct. It was true that he been appointed 
President of the Chamber of Shipping of the United 
Kingdom, President of the Chamber of Commerce of the 


British Empire, and that he had served on a number of | Sh 


public enterprises of all sorts. 

Sir John: I think you are taking a large re- 
sponsibility in connection with the Order of St. John of 
Jerusalem and—one of my colleagues here would, I am 
sure, like me to mention it—you have been chairman 
of the representative body of the Church in Wales ? 

Lord Kylsant: Yes. 

During the war did the Royal Mail Steam Packet 
Company, with its associated companies, place the whole 
of its resources and great fleet at the disposal of the 
nation, and, of course, their vessels were very hard 
worked Ves. 

The „„ 100 
vessels ?—Yes. 

And had those vessels to be replaced when costs of 
construction were abnormally high? Ves. I should 
say that the Royal Mail Steam Packet group lost alto- 
gether some 104 vessels. 

And it goes without saying that a great — 44 like 
yours made great responses on the subject of war and 
the like ?—Yes. 

When the war was at its t, and this arrangement 
was made about obsolescence wance, were you one of 
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the representatives of the shipping world who negotiated it. 
I was present. 

Along with Lord Inchcape and others ?—Yes, 

Was it a very important matter for a shippi company 
like yours to get a prs ee allowance from the — 


of British industry or not is a question, but it was done 
and the Government did not want ships, it wanted money. 
Did the Government of that day appeal to the great ship- 
ping firms and the leaders of business to take those ships 
off their hands ?—They first e through Lord 
Pirrie to Lord Inchcape and myself to know if we would 
take the bility, and we agreed to do so on con- 
dition that there should be no commission or profit of any 
sort. This was with 1 to British ships, not foreign. 


Lord Inchcape sold all others as agent of the Govern- 
ment. 
I think that it often in cases of patriotic 


Especially in recent years has South American trade 
been exposed to severe competition ?—Yes, I think there 
haz been more competition in the South American trade 
than in any other trade in the world, because the Argen- 
tine is one of the countries that did not come into the war. 

I do not think it is necessary to mention British rivals, 
but in point of fact, are there some British lines that 


are in keen competition ?—In r service we have 
had very keen competition from the Vestey Group, who 
built very high-class vessels. 


Lord Kylsant agreed that the Trade Vessels Com- 
mittee assisted by guaranteeing the building of some 
vessels which were used for trading to South America. 
The same body also obliged by assisting competition 
and giving guarantors for the competitors. 

Sir John Simon: So that the British taxpayer has 
been engaged in financing competition ?—Yes. 

Now, I just want a word about the United States. 
Take the case of the Pacific Steam Navigation Company, 
your 100 per cent. company—it carried on, did it 
not, services to New York and Valparaiso, 
and the United States Government give a great 
subsidy in connection with this pa trade 7 
They gave about £10,000 a voyage to the American 
ips that ran against us. 

Then again, with regard to the United States, is not 
this right? The United States Government had a fleet 
built since the Armistice, and they also operated in 
various fields ) Ves, they built four large vessels, 


costing about £5,000,000 sterling, which were faster) 


than the boats of Lamport & Holt—one of the Royal 
Mail Steam Packet Grou nd when they had lost a 
lot of money trading with them, they sold them to the 
managers for under a million sterling and gave them 
an enormous subsidy for running. 4 

Now, I want to ask this. In those circum- 
stances, with” keen competition against a British Line, 
is it in view, in the interests of the company and 
those who are shareholders in it, to announce in detail 
the state of your own trading affairs year by year ?—No. 

Assuming that you were over some years doing 
in trade, it would, I imagine, mani stimulate com- 
petition, and in any case it would give competitors 3 
great deal of information ?—Yes. 

And has that view — 2 in your — 
recognised the Board and, as far as you know, 
the 8 ?—I think everyone who has much to 
do with shipping recognised that. 


_—ei ese we oe 


| — : — — — - - - 18 Seas: : 
DD 
| | repairs to a later date Ves. 
Another material thing. When the war was over in : 
| 1919—one of the results of the Treaty of Versailles, | 
think it was, that a very considerable number of merchant 
i sas 2 | 
! vessels became British—whether to the ultimate advant 
| a ) 
action o is Kind the Royal Mai team Packet Com- 
pany got left with a good many ships themselves ?—Yes, 
Amongst the lines which the Royal Mail Steam Packet | 
„ Dep Sevres’ ane i meine: ae 
ve important running between Southampton ' 
4 — South America — Ves. ; 
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explain exactly 
ny ee eee ee oe ee OF 
the experience of British —Yes, 50 
3 
re 

Sir John Simon put to witness a number of 
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to 1915, 1916, 1917 — 1918, I can * 

on the jury to remem those years for 
— dl After that you come to 1919, when you 
a wave in 1920 ?— 


there was a sudden increase of taxation and a very 
sharp decline ?—Yes. 
agreed that the years 1921 to 1925 


— ?—I hoped that when that year was over the 
on 


was a substantial further improvement, or shall we put it 
a further recovery of the . I wish to ask 
you this. I want to back to situation in 1927. 
Of course, we know 


t happened in 1928, but nobody 


: could have foreseen that. In 1927, is it your view that 


— were improving or growing worse ?—Improving. 


you regard that as confirmed by rations 
of the shipping cycle ?—Yes. . 
Was that r 
That was my view believe so. 


It is obvious that we can all be very wise after the event. 
I am only speaking of the view of 1926 and 1927. Now I 
want to ask you as to the practice which under your guid- 
ance and advice the Court of Directors followed in the 
matter of seeking to equalise dividends. We see, of course, 
on the figures that in fact that has been the course which 
has been pursued. In your view is that a prudent, 
businesslike course ?—Yes. 

It involved, for instance, going back to the beginning 
of the 782. mentioned in the prospectus. The distribu- 
tion of dividends was 6 or 7 per cent., whereas it would 
have been possible to have distributed 13 or 17, or what - 


managed shipping concerns ?—Yes. 
K position Siuctuntes « goed @sel ?— 


There are a hundred things to consider, currency and 
exchange, and so on ?—Yes. 

c 
Entirely. 

That involves, as we realise, the setting aside of some 
reserves Ves. 

We have got the figures all worked out here. Is it a 
fact that the reserve fund the published reserve funds 
of the R.M.S.P.—was increased and added to as between 
1911 and 1927 ?—Yes. 

Continuously ?—Practically continueusly. 

So far I am speaking of the published reserves. Is 
the existence of large published reserves, such as we see 
in your balance sheet, an important consideration as 
security for those who are invited to lend money to the 
company ?—Yes. 

You say on one page of the prospectus, after the state- 
ment of the capital reserve fund, that there is a reserve 
of £1,450,000. Do I understand rightly that the insurance 
fund being in fact in excess over the claims upon it is 
really also a reserve ?—Almost entirely a reserve. Almost 
the whole of it. My practice has ys been to debit 
more for insurance than it actually costs. . 

Having stated the reserve fund on the front page you 
get a statement on the second Adding to the reserve 
and payment of dividends.” Is it true that the reserves 
have been increased as between those years ?—Yes. 

I understand that apart from that and quite outside 
the published reserve, to which attention is called here, 
there were in addition some internal reserves ?—Yes. 

I will not trouble you as to how far they arise in the 
year, or how far they have been retained, but I will just 
ask you this—did you see any objection at all to the reser- 
vation of an internal or secret woes ?—_No. 

Is it in your experience a part of ordinary manage- 
ment of great businesses of this sort ?—Yes. 

If there is going to be an internal reserve, is it, in your 
view, in the interests of the shareholders that you should 
publicly announce how much it is ?—No. 

Now tell me why not ?—I have always felt that we 
should put by a certain amount of internal reserve to 
r 
of business as a whole that there should certainly 
internal reserves. 

The question I put to you is slight tly different from that. 
I was assuming that you took the view that it was an 
advantage to have internal reserves. What I wanted to 
know was whether, if you had internal reserves, it was, 
in you view, desirable or undesirable that the shareholders 
should be told from moment to moment what the amount 
was —My view is that it is to the advantage of the 
company not to publish them. 

I suppose the reason they are internal or secret is that 
they were not published ? Your shareholders have shown 
every confidence in the Board, but is it the experience 


1. Avcus?, 199.) iE 
3 — — ——ꝛ— 5885 ——————— q 
D 
ted it. Forgive me c 
has to do so in the course of law.” 
Continuing his questions, Sir John inquired of Lord 
‘Kylsant if he would regard it as injurious to the interests 
of the shareholders if elaborate details were exposed. 
Lord Kylsant „ in the affirmative. 
Are you, yourself, a believer in what is sometimes 
- as the shipping trade cycle ?—Yes. 
examples of what he referred to as the shipping trade 
cycle. He noticed, he said, that in 1880 the crest of a 
wave was attained. In the next six years things appeared 
to be going down. In 1887 and 1888 they were res ever it might be ?—Yes. 
sa 1889 the crest of another wave was touched. Is it in your experience a recognised practice—this 
t was a cycle of nine years. Then, again, there was method of endeavouring to equalise dividends in well- 
51A rr 
Es. 1 
— * 
years. 
ught | 
that | 
was ou the | 
Great War. 
statement. } 
1914 the | 
7 no dividend 
at all. 
“No,” said Lord Kylsant, “the Royal Mail did | 
very badly.” 
it was in 8 of 1920. 
I think March 19th, 1920, was the date of the Budget | 
statement of that year, and there is no doubt at all 
showed results which could only be considered as below | 
the crest of the wave, some of them — 4 
Continuing his evidence, Lord Kylsant that the | 
company’s accounts came before the Court of Directors | 
oe a | 
sponding res years. 
Sir Jahn en: o aie, Ses over 
other member of the Court of Directors had them before | 
him ?—Yes, and they were attached to the minute book | 
; so that each member could read them. 
Is the statement in your report true that in the first | 
four months of the year 1926 there was a considerable | 
increase in your group of companies in your export | 
trade ?—Yes. a | J 
Applying to that situation your past * 1 
belief in cycle of the shipping trade, you form | 
The general strike had a seriously depressing effect | 
at the time ?—Yes, very, and no one could say how 
long it would last. 
Now we come to the 22 1927. In 1926, notwith- 
standing the general ke and other circumstances, 
there was an increase in the earnings of the fleet, and the | 
deficit was smaller, so that when we come to 1927 there | 
Yt 
, 
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of directors generally that if it were shown there were 
great sums available the question then does arise, Then 
why should not more be distributed? — Ves. 

And does it not follow that the existence of a reserve 
is a resource against a rainy day which, in the interests 
ee ink it advisable to announce ? 
—Yes. 

If there is further or published reserve, that is addi- 
tional ?—Yes. 

Now, when one looks at the figures—we have all been 
over them and the jury have got them by heart—we see 
that the way in which in the later years these dividends were 
maintained was owing to the circumstance that there 
were internal reserves to which recourse could be had. 

I notice as a matter of fact you did not seriously deplete 
the published reserves at all ?—Except that one year 
the general strike year. 

Sir John Simon next took Lord Kylsant to the pros- 
pectus, and quoting the statement it contained with regard 
to the R.M.S.P. Company’s satisfactory ition in spite 
of the general trade depression, asked, You are respon- 
sible for making that statement, and you understood 
the matter; is it true? I am not the only one respon- 
sible, but I have my colleagues. 

Let me take you, Lord Kylsant. I don’t suppose you 
are shirking it Not in the least. 

I must ask you the question. Is it true ?—Yes. 

And in the same way about adding to the reserves, 

“that true ?—Yes. 
I go a step farther, and I am putting my question 


carefully to cover the words of the section. Let us they 


sup for a moment, Lord Kylsant, that somebody 
could pick holes in the statement. I am not saying they 
could, but just suppose they could. Did you ever know 
that it was a 88 N 

Jam making sti same hypothesis, that is, supposing 
that someone could pick holes in it. So far as you are 
concerned, had you ever the smallest intention of putting 
forward a statement that was not true No. 

Now I want to ask this. I am bound to put the ques- 
tion. Had you ever any intent to deceive or defraud 
any member, shareholder, or creditor in the matter at all ? 
—No. 

One other phrase I must put to you, and I do it with 
great solemnity, because your answer is one on which 
much may depend. Supposing, again, that somebody 


could pick holes in this p us, were you ever a party 
to making a statement in this p us with intent to 
induce persons to become rs by a means of 


false statements? No. 

I should have said not shareholders, but 
subscribers to debentures ?—The answer is, No. 

Is it a fact that your Board, as a rule, got a full 
attendance of its members ?—Nearly always. re 
were four or five members, and they nearly always 
attended. 

I just want this fact. Did keep internal reserves a 
Git hom tha etien ae 

E 
as * 

Well, we all see what their names were and the jury 
will judge. You were the managing director and no 
doubt first in authority. n 
happened when the accounts were ?—When 
they came before the Court of Directors the chief account- 


same about the profit and loss account. 
As I follow you the other members of the Board would 
be the voyage accounts from month to month? 


Yes. 
So a general view is gathered from that ?—Yes. 
This is not material to the charge, but so far as you 
know have you ever misled or overborne the Board ?— 


These voyage accounts, I imagine, from time to time 


in later years would show deficits as a matter of trading? 
Sometimes heavy deficits. : 

When it was observed that the recent reports of the 
voyage accounts indicated heavy deficits did the question 
arise as to how the losses could be met ?—That was one 
of the things that were always discussed. 

And such things as E.P.D. and other reserves would be 
very useful ?—Very useful. 

One more matter with regard to the profit and loss 
account. Part of the profits from the actual trading 
would arise from the actual shipping business, but quite 
apart from that had the company very large invest- 
ments ?—Yes. 

Investments in the 100 per cent. companies ?—Yes, 

And also in companies in which you did not hold a 
100 per cent. interest Ves. 

I will just mention one or two of the more important. 
Take, for instance, Elder, Dempster, which is not a bad 
example, 2 — £440,000 in your books. Then 
Coast Lines, Limited. What is Coast Lines? Where 
OS ee ae aay ae here on the coast. 

I give you another name. Argentine Steam 
Navigation Company ?—That was a company that was 
bought during war. The Government gave us per- 
mission and we bought it from an enemy alien, an 
Austrian. I would like to say we bought it by permission 
of the Government up to 60 or 70 per cent. We bought 
it at par at £1 shares, and the shares were quoted on the 
Stock Exchange at 4s. 6d. We stuck to it, a change came, 
and when the voting trustees were appointed a year ago, 
asked me if I proposed to sell. I said I was sorry, 
but I couldn’t do so, and then we sold at 25s. after their 
going down to 4s. 6d. 

Sir John Simon: That is a very interesting story. 
You nursed the and brought it round. 

Lord Kylsant said there were nearly 30 more companies, 
in some of which the R.M.S.P. had a controlling interest, 
and in some of which it had not. 

And as to the 100 per cent. subsidiaries, are the reserves 
something like £12,000,000 ?—Yes. 

Now coming to the profit and loss account for December, 
1926. As a matter of fact this expression, adjustment 
of taxation and reserve,” you didn’t invent that ex- 
pression at all ?—No. It was Mr. Morland who thought 
that was the proper phrase to use. 

As far as you w was it perfectly proper ?—I think 
so. I am not an accountant. 

You are not an accountant, but I asked you so far as 
you understood at the time, or understand now, is there 
any statement whatever which is made in the profit and 
loss account there before you and the jury which is 
false Nothing whatever. 

— 22 eng 

N o 


rr 
ever have—I am bound to ask you the question any 
intent to deceive, mislead or defraud No. 

Do the same answers apply to the corresponding 
ments of 1927 ?—Yes. 

I am just to ask you this. As a man of great 
affairs and with inside knowledge, have you ever specu- 
lated in ship shares ?—I have never sold a shipping 
share in my r 
company 25 rs ago I sold 20,000. 

Sir John : 3 —ů— — 
But, speaking generally, what have stated is 
position you took up ?—I never — on anything. 
Right or wrong, Lord Kylsant, have you regarded it 
as one of your ae and duties to try to maintain 
the p of British shipping in the face of the com- 

petition of the world 7— Ves. 

And standing there on your oath and on your trial 
are aware that you have ever failed in the di 
of that or of any other duty in connection with 
company and its shareholders No. 

— completed the examination · in chief of Lord 
ylsant. 

The trial was then adjourned until Monday, July 27th. 
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ant came into the room. took the sheet and went 
e 
then I went to the other side and went through every 
item and made remarks about them and then did the 
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SIXTH DAY’S PROCEEDINGS. 

Lord Kylsant again entered the witness box, and Sir 

John Simon said that there were one or two further 

ns which he would like to put. He intimated that 
he desired to ask with to the rate of depreciation 
which was adopted. bape Bn lg eben adh mh pre 
and he wanted to know w r in the experience of Lord 
Kylsant, in connection with the Royal Mail Steamship 
and Allied Companies, and generally, such a rate of depre- 
ciation as 5 per cent. was really necessary, or whether it 
was excessive. 

Lord Kylsant replied : I consider that it is 
and excessive, but it gives the advantage of an internal 
reserve without talking about it. 

Sir John Simon suggested that such a rate of deprecia- 
tion as 5 per cent., instead of 4 per cent., over a series of 
years, —— give an a 1 . would even- 

me a ve . witness replied: 
14 Royal Mail .. many, many millions. 

Counsel: In the instances we have observed, when a 
ship came to be sold ſor any reason, it appears to have 

ised more than its book value ? 

Witness : In nearly all cases. 

Is there any exception to that ?—There was one just 
after the War. In 1930 there was one. We had to buy a 
ship to on a certain trade. It was the Oruba. We 
bought her for £175,000. We ran her two or three passages 
but she was quite unsuitable. In the first four we 
wrote off 50 per cent. depreciation, and then sold her to 
be broken up for a nominal sum, and we charged profits 
on the year with the difference of about £70,000. 

That is obviously an exception ?—Yes. 

Apart from that, and another exceptional case or two, 
is it your experience that by the sales of ships they have 
realised more than their book value ?—Yes. 

Do you regard that as confirming the view you have 

that your writing down was excessive ?—Yes. 

I may mention in that connection that we had one vessel 

„ 
was built. 


L 1 answered that 
upon pping group as practically one, 
although there were 35 companies. Apart from these 
companies, he was only a director of four or five concerns. 
Your experience L. A 
with companies is conside ?—It is considerable. 
a ee eee 
—Yes. 
„ 
es. 

A director of an insurance company ?—Yes. 

A director of an investment company ?—Yes. 

And a director of shipping companies ?—Yes. 

„ oe ee Sine net oan are ast pee Be 

experienced business man ?—To the best of 

— 9 


agree that the primary function of a balance 
sheet is to show the true and correct view of the com- 


pany’s affairs ?—I should say it certainly was to show the 
true and correct view of the company’s affairs. 
When I talk about a balance t, I include the profit 


and loss account, since the one is always connected up 
with the other ?—They should certainly be true and 


correct. 
That is the function, and all rules of accoun- 
are merely subsidiary towards that end ?—I do 
not much about accountancy. 

With regard to internal or secret reserves, would you 
tell me from your experience that it is a common thing 
for internal or secret reserves to be built up ?—A certain 
number of internal reserves are good for all businesses 
when they can have them. 

In this case, I have not in any way questioned the pro- 
priety of so doing ?—I agree. 


Next, you tell me that internal reserves which have been 
built up may, with propriety, be used to level out the in- 
equali of one year with another ?—That is my view. 

That is done ?—Yes, it is done. 

I hope you will observe that I have not questioned in 
any way the propriety of so doing. Do you think that to 
call attention to an exceptional loss, or to call attention 
to and accentuate an exceptional — may not be to 
give a true and accurate account of the company’s affairs ? 
—Do you mind repeating that. 

If you have a temporary exceptional loss, of a temporary 
character, if you attention to that, you might, so far 
from reproducing a true and accurate view of the com- 
pany’s position, you may give a false impression of the 
company’s position ?—Yes, I agree. 

However good the principle may be, nearly all princi- 
ples can be misapplied, can’t they? You would agree 
that the extended and continuous utilisation of large sums 
drawn from secret reserves, without any indication, at 
length becomes misleading ?—It could, under certain 
circumstances. : 

I will ad a very neutral phrase. It has been said, 
There come a time when the auditor would say, 
Now, if these reserves are to be used in, some indica- 
tion must be given to the shareholders that the profit and 
loss account is ted by transfers from the E.P.D. 
or other reserves. Would agree that there does 
cab» Gat — — unas tb aed 
There might come a time. 

And there might come a time when, if no indication was 
given, the balance sheet would no longer be a true and 
accurate account of the company’s affairs ?—If you carry 
anything to its extreme you may get a wrong position, 


I . 

. comn-otinn. Supposing that time comes, 
Lord Kylsant, when indication is The indica 
tion must be sufficient, must it not, to turn something 
which admittedly without it would be untrue and in- 
accurate into something which is true and accurate 
I feel that that is a question which an accountant could 
answer better than myself. ; 

I want your business sense of it, and your great experi- 
ence. We agree that a time might come. We are not dis- 


_ | cussing whether it has come in this case, but a time might 


t to be given to the share- 
secret reserves ?—It might 


come when an indication o 
holders of the utilisation 
come, I agree. 

Assume in a given case such a time has come ?—Yes. 

On that assumption do you that the indication 
which must be given to the shareholders must be a suffi- 
cient indication to turn something which would otherwise 
be untrue and inaccurate into something which is true and 
accurate ?—It is all a question of assumption. I feel that 
it is a distinct question of law. I always get the very best 
opinion which is available. When I am dealing with 
accounts, I try and get the very best opinion of account- 
ants. I do not set up myself as knowing anything about 
law, or knowing anything about accountants’ work. I 
want to be quite frank. This great company, or group, 
has had five great lawsuits in the last ten or twenty years. 
We have won everyone of them. That was not 
I knew anything about law, but I always instructed our 
solicitors to get the very best opinion there was, and I 
the same with to accounts. 


holders, it must, in your view as a i man, be 
sufficient to prevent the balance sheet bei 
misleading ?—I should generally agree with that. 

Come to the actual case of your company. It was in 
the year 1925 that the words about adjustment of taxation 
reserve were first used. It is a matter of history ?—Yes. 

The Judge remarked that it was in respect of the 
accounts for that year, and the Attorney-General 22 

The Attorney-General asked: Do you agree with me 
ee 
regard to the previous history, were s as to make it 
necessary that an indication should be 


7 
The Attorney-General then commenced his cross- 
examination by asking Lord Kylsant whether he was a 
director of a very large number of companies. He repli 
that the number was very few, except the shipping group 
Sir William Jowitt said there were a very large number 
only wanted to get t usiness sense Of a very 
_ experienced business man. Assume, if you will, that a time 
has come when some indication must be given to the share- 
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shareholders if you were to draw further from the 
secret reserves The Court of rs did make a direct 
indication to the shareholders by drawing £150,000 from 
the open reserves, and therefore had drawn, in my 
opinion, the attention of everyone to the fact that the 
general strik * ceo 
great companies in the City of . 

You are answering the question by inference. Do you 
agree that by the year 1926 a situation had arisen which 
necessitated an indication to the shareholders ?—No, I 


do not. 
Do really mean “no”? A moment you told me 
— been done for 


that an indication had been made, and it 


Do you that in the absence of an indication to 
the these accounts would have been false 
and misleading ?—They would not have been false 
and 
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we had it set out in the profit 

There are the words adjustment of taxation reserve.“ 
Do you attach any, and if so what, importance to those 
words ?—-Those words were not suggested by me. I 


saw no objection to them. I do not go farther than 


that. The big item was, in my view, the earnings of the 
woman Dae year. 
Sm RENE Ton, a0 © very supeeatend business aay 
whether you attach any, and if so what, importance 
to these words, adjustment of taxation reserves ? 
I don’t attach much importance to them. 
ually, may I take your view to be this: The o 
inte t man in the street, the investor, the share- 
holder, he also would attach little or no importance to 
See Sees ome) SO See Be Se Sen as Sek, You ask 
me whether I, as chairman of the company, was satisfied 
that the published statement that we had 
T — 
you, me your view as 
I ask you—and, after all, you have great experience—to 
tell me whether in your view the ordinary investor would 
attach any, and if so what, importance to these words, 
“adjustment of taxation reserve” ?—I could not 


wn £150,000 


and answer that. They attach great importance to the 


other point. 

I am not at the moment dealing with any other point. 
—lI am sorry. 

Did you anticipate or did you not anticipate that the 
ordinary investor would attach any importance or 
significance whatever to these words, “ adjustment of 
taxation reserves ?—I think naturally he would attach 
some importance. 

ee ee es eee 
them ?—I am not q to answer that. 

Would you, yourself, with your financial knowledge 
and experience, would you have attached any importance 
to them ?—I have already told you the moment they 
were suggested to me I agreed. 

That is not an answer to my Would you 
have attached any importance to font should have 
attached some importance to them. 

What importance would you have attached to them ? 
Lou are me questions which would be much 
more suitable to be dealt with by accountants of some 
description. 

If you will forgive me, Lord Kylsan 
am not doing. I am seeking to consider the 


whether you, yourself, 

what, significance to these words ?—If 
way, I should say I should 

. The extent to which anybody might 

attach significance I am not really in a position to answer. 

Are you able to explain to me more nearly what 


E.P.D. reserve. I think it only became available in the 
1926, which is an entirely different proposition. 
me 


only 
tell your shareholder that? 
him how the balance of profit and 
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1 
that purpose. I am not sure that you 9 It, _ you 
should not answer my question without following it 
plainly. Do you agree that, in respect of the year 1926 ? | 
—Do you mean by the year, or in respect of it? 
I mean in respect of it.—I was answering by the 
I mean the accounts which are actually signed 
published somewhere in May, 1927. Those accounts 
are in respect of the year 1926. Would you agree that the 
time had come then when an indication had to be given 
to the shareholders ?—I do not agree that a time had come, | 
but at that time an indication was given to the share- | 
holders of that particular year, not because 100 years | 
before or 50 years before 
We both agree that the accounts in respect of that | 
ee | 
: anc 
He 
in 
The Attorney-General then produced the profit and 
* ee a 
were certain items which were to as “ special 
credits.” He added: “The E.P.D. reserve was, as it | 
were, part of the vintage of the years 1918 to 1920. | 
ii «the grapes were harvested, picked, pressed 
effect of these words on the ordinary man in the street, 
and not the technical meaning. I asked you to tell 
th significance you would attach to them ?—I should at 
a EF 
1 | Look at the profit and loss account for the year ended 
mg Bo * December 31st, 1926. You see what you told the share- 
— % holders. You told them quite ee, eee See 
Sir William Jowitt next alluded to the income tax —— 030 7 Fes. 8 3 
The shareholders would know, by looking at the 
: - was £1,450,000, would also know that before 
ger saat —.— transfer the amount was 1, 600,000 7 — Ves. 
when an indication has to be All that you tell the shareholders quite plainly Ves. 
to be sufficient to make that You never told the shareholders, did you, or where 
| without it, would be untrue did you tell them, that you were bringing into this year’s 
what is the indication whic | balance £550,000 from the E. P. D. reserve ?—I do not 
this document true and think it is exact to say it is being brought in from the 
ordinary shareholder, the 
was nothing brought in in that year that was 
appertaining to that year. The only reason 
| bringing in an entry from an E.P.D. reserve to the 
| a 
. Where y 
| We have never told 
| loss is made up. 
I quite agree, but you have told him that in respect 
of the year 1926 it was right and fair and proper that 
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words 
reserve.” I think that fairly covers the point. 
It ge Lally in the transfer of £150,000 ?—You 
must take 


not go 
wg hy the shareholders would have 


mean to 
tion of the that £550,000 credit was being 


from reserve £150,000 "?—You take the two things 
£550,000 came into the company for the 


illiam Jowitt said that any shareholder looking 
at the balance sheet might say that the company was 
4 cent. as the dividend on its o stock. 
R had been 5 per cent., but it fallen, 


: “In your view, would there be an 

that document to cause any alarm to 
Lord Kylsant replied that when shareholders saw 
Ividend hed fallen from @ per cent. to 5 per 
naturally 


il 
i 
2 

; 
5 

2 


i 


1 
4 
12 
* 
88 
: 
4, 
- 
l 


f 
> 
ef 
Hi 
i 
75 
i 


t- 
i 


5 
je 
i 
ay 
eS 
8 
ee 
a 
2 


ien 
fi 
pepe 
i 
i 
4 
: 


ge 


1 
gaits 
a 

8 
ler 
is 
5 


g 
i 
. 


or 30 steamers, and the result of the 


the slightest 
profit“ to “ balance 7— think so personally. 


The Judge said he noticed the words fleet depreciation 
fund,” and he inquired what it referred to. 


sheet, 
which stated, Profit for the year, including dividends on 
shares in allied and other co ies, less depreciation 
The deficit in the year 1923, after credit for 


f 
Ta 
i 210 
5 10 
th 
15 
17 

f 


i 
i 
i 


before me and I find it is strictly accurate, I agree to what 
i I always agree at once. That is my business 
— We do not publish a trading account, and 


was more strictly accurate than “ profit. 
for the year I approved at once. 


became chairman 27 years ago the company had a capital 
of £900,000, but it has grown bigger and has received its 
revenue from a large number of sources, and the original 
way of talking of a profit for the year was misleading 
and inaccurate. Directly my attention was drawn to 
E en eee See tag een 

yea 

My difficulty is, why do you think balance is more 
accurate than profit ?—Because e 
account. If it had been a simple company owning 
year was simply the 
rofit on voyages, a profit and loss account would have 
n a trading account, as it was originally. 

Do you think that a shareholder would have attached 
significance to the alteration of the word 


You do ?—Yes, I do. I should have done it a few years 


earlier if my attention had been drawn to it. 


The deficit in 1924 is shown at £97,000 ?—Yes. 
And the special credits are £870,000—that is to say, 


a ee ee e e 


documents which had been e d the case, Let us look at the years 1921, 1922, 1923 and 1924. 
and that it showed that in the year 1921 there | In each of those years a dividend of 6 per cent. on the 
1 £450,000, and there was ht into | ordinary shares was paid 7— Ves. f 
the special The amount required in 1923 and 1924 to satisfy the 


latter figure repre- | debenture holders was £218,000 ?—Yes. 
He Al it is right to say that you have told us that 
on the generous side, yet it is a fact 


BSR Fi Fri SER KITA SESS ESRE ESS FF 


eee 
= — EE _ ée ——— 
shareholders should have an indication 7— That we of non-recurring items, pointing out that a big company 
— through a difficult period. had many non-recurring items. , 
Bearing that answer in mind, where do you tell your P eee 
shareholders in th s document t are making use | earnings over a period of years of those companies ?— 
De ceedit from E.P.D. reserve which credit had become Some of them. 
available for the first time n Let us look at the next year, 1922. Do you see the 
ings. There was the transfer from the open reserve | deficit is £135,000, after the investments have been 
- credit for. There are £860,000 2 credits. 
special credits exceeded the special by about. 
three-quarters of a million ?—Yes. 
gen ready amy ga ng mnt arg 
You can leave out that, as far as the £550,000 is con- am comp re accounts at 
eerned I should | all; the words adjustment of taxation reserves do 
an indie 
made use of by reason of the fact that you say “ transfer | 55 
| 12 Orne y- ne rep At K Was à Tund crea 
— V U — r — Sune 
first time that year. Taking the two things together, 
I think it was a fair statement and an accurate statement | 
of the company’s position. 
You say that the shareholders get that indication from 
the words “ adjustment of taxation reserve,” coupled | investments, was £20,000. 
with the words transfer from reserve fund“ ?—Yes. _| 
and there had been a _ N 9 9 
in responsi or way the document was 
he asked whether it showed that in the 
year to which he had just referred special credits of 
£800,000 were brought into the accounts. The witness 
concerned. said he saw that figure in the document. 
rr If you turn to the profit and loss account for the year 
L the shareholders in connection with the profit and loss to December, 1923, you see that the word “ profit,” as it 
_ r cent., | was before, has now become balance for the year ?—Yes. 
t., and Why was that? Do you know or was it an accountancy 
— 
— ee 
What is the exact significance that you attach in your 
| mind to the distinction between the word profit,” which 
| had been the word used hitherto, and the word balance, 
which appears in 1923 for the first time ?—When I 
rn putting aside in the | 
year 1920 for the future interests of the — You 
put aside special debits of over half a in that 
year?—Yes. They were to meet special liabilities. It 
was not the setting aside of a large sum without expecting 
— It was provision for expected — 
t was setting aside money for contingencies ?— 
Was rather more than that. 
The . uced one of the 
its. The witness said that the 
"ated bonuses received from certa 
Would not agree that those bonuses 
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that in every one of those years there was a deficit before 
— had paid the interest on the debentures ?—I should 
ve to look into that. I cannot answer that sort of 
question. As chairman of the company, on questions of 
policy, I recommended my co as to what they 
should decide. The actual form of the accounts is drawn 
up by the accounts department, and they submit recom- 
mendations. 

I want you to apply your mind to the question I am 
asking you. You told me, when I was dealing with the 
K ee oe eee 
ve any alarm ?—Yes. 

e 
whether there was any need for any shareholder to have 
any alarm. I am taking four years, 1921, 1922, 1923 and 
1924, and asking you this : ing in mind your point 
with regard to depreciation, and subject to that, is it 
right to say that in every one of those years there was a 
deficit before you had paid anything in respect of your 
debenture interest? charge for debenture interest 
comes on the company before depreciation. There had 
been enormous sums allowed for depreciation. You pay 
debenture interest before providing for depreciation. 

Take the year 1923, which is the one with the smallest 
deficit. After the interest on investments comes in, this 
table shows a deficit of £20,000. I am suggesting that 
that deficit of £20,000 is not arrived at after including the 
payment of debenture interest, but you have got to pay 
your debenture interest of £218,000 on the top of that 
deficit ?—I am being asked questions on a document I 
have never seen before, and there are figures with which 
I do not agree. 

I am pointing out to you that, subject to your deprecia- 
tion, in every one of those years from 1921 to 1924 there 
was a deficit even before you paid your debenture interest ? 
—I think that is a very misleading way of stating the facts, 
grossly misleading in my opinion. 

In those four years did you consider that the company 
was getting into serious trouble ?—No. 

In answer to further questions, Lord Kylsant said that 
from 1925 up to 1927 things were steadily on the upgrade, 
although they were moving slowly. 

The Attorney-General inquired if things were going well 
with the Royal Mail Steam Packet ayn ag he the years 
between 1921 and 1924. The answer was that they were 

ing in a normal way for shipping in difficult times. 
Things were, of course, on the downgrade. After 1924 
difficulties in connection with the business became more 
serious, particularly in regard to competition and com- 
petitors. The United States Government were sub- 
sidising shipping. 

The Attorney-General: You can go farther than that 
and say that the French Government started to subsidise. 

Witness: It was very difficult to find from the French 
finances what were doing. I understand that for 
some years after war, when they were not paying us 
any interest on our loans, they were simply handing over 
to every shipping company sufficient every half-year to 
pay a 5 per cent. dividend and any losses they had. It 
Ted ant cqpeer — — 

As from the end of 1924, this was the situation: the 
volume of goods to be carried had shrunken very con- 
siderably as com 
could not answer that question on the particular years now. 

There did come a time when the volume of traffic fell 
off. The volume in 1920 was abnormal ?—Yes. 

And that abnormal situation had ceased to exist by 
1924 ?—Yes. 

‘From 1924 onwards was this the situation, that there 
„ 
excess of the volume t required to be carried ?—I 
could not answer that question without reference. 

Give me your impression as a t shipowner. 
saying anything that seems unlikely when I state that 
from 1924 onwards the available quantity of shipping 
was far in excess of the volume of goods required to be 
carried After the war we were first very short of 
tonnage, and then there was a great increase of tonnage 


Am I 


with the end of the war ?—I year 


which was built. So far as 1924 is concerned, quite 
frankly, I would like to look up the facts. 

At any rate, the situation prevai round about that 
time was a totally different one from that which prevailed 
just after the war ?—Yes. 

That becomes important on another branch of this 
case. Will you tell me why you say this table to which 
I have referred is — misleading ?—I cannot question 
the accuracy, but I feel that it is a table you could crogs- 
examine any Chartered Accountants or of finance 
pl They could deal with it. I have never even 
seen it. 

This table or document shows the build-up of the 
balance sheet ?—I am not disputing that, but you are 
cross-e me about a thing I have never seen before, 

I don’t want to wrangle with you, but you tell me that 
you have not seen the document, and cannot be responsible 
for the make-up ?—That is so. 


4 aie roximately £4,000,000. That is 


vd — 1 — or 46,000, 000 less, ha 
wn t amount, partly in those years. 

the reserves increased by £2,231,000. 
facts in mind. 


i 


The companies pa that interest were, to a large 
extent, themselves pa their dividends out of reserves, 
which they in their turn stored up ?—In some cases, 


Do you had published 
your holders at the end of 1925 as 
the five trading, that there would 
panic ?—No, I do not think there would 


ve 
have 


avoid 
1925, you had pu 
shareholders would have been seriously 
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What you said went much farther. You said that the 
document is grossly misleading. Why is it misleading? 
Predera, granny dehy What do you say is wrong 
about it ?—We decide what we shall write off for depre- 
| ciation. There have been enormous sums for deprecia- = 
tion. In 1926 there was £626,000 for depreciation. 
| That was the you charged in your books ?— 
— tat conations ee dseoaien. The profit and loss 
account, if we had not made these internal reserves, 
would not show the debit balance, as you call it. 
| I will tell you what I am going to say about this. You 
can clarify it if you think right. Taking the years 1921 
to 1925 r, the special credits brought in exceed the 
33 
only a matter 
those five years the company was carrying on business 
r 
up. Is e oe 
untrue for this reason : the fleet of the group was standing 

g been written — 
From 1911 to = 
You should 

As against that, you should bear this fact in mind, that 
in each of those years there is a large sum which represents 
interest on investments ?—Yes. 

9 

Take an instance of where you were chairman, the 
Pacific Steam Navigation Company. It would be right to 
say that the Pacific Stean. Navigation Company had never 
made a profit, after depreciating, since 1921? Do you 
know that ?—No, I do not. It certainly has made some 
very good profits before providing for depreciation. 

Looking at the accounts for the year 1925, you see the 
words adjustment of taxation reserves ?—Yes. 

Would you have regarded that account as a fair and 
accurate — 1 — ved —— words pay ae = 
have t was a te , but w 
r 3 
I agreed, because any amounts received during the yeat 
which were credited were sums that appertained to the 

full facts to 
the results of 
been 8 
1 been 3 
panic. 

Perhaps panic is too strong. It has been said that one 
of the reasons justifying the use of internal reserves is © 
— 
of these years you have n talking about, share- 
2 I surprised. — 

I am not talking about group of companies, bat 

the Royal Mail Steamship Company. You if you had 
published the full facts. the shareholders would have been 
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satisfied. I understood it was one of the main justifications, 
from the business point of view, for the utilisation of in- 
ternal reserves, that it is to avoid fluctuations of shares 
and shareholders being disturbed Ves. 
Do you really tell me and the jury that if the facts as 
they existed at the end of 1925 had been made public, 
the shareholders would not have been i 
turbed ?—No, if it was made public how much 
was written off for extra depreciation, and how much not 
only the Royal Mail Steam Packet Company, but its 34 
other companies had reserved, I think y would have 
been agreeably surprised. That is my candid opinion. 
As a hard-headed business man, do ou tell the jury 
that the shareholders would not have n disturbed if 
had known all the facts ?—If they had been published 
in the way that they are set out here. But if the full facts 
of the Royal Mail, the 100 per cent. companies, and the 
group had been published, nothing would have disturbed 


V. 

the shareholders had been told, This year we have 
made no profit at all. We cannot pay our debenture interest 
os but nb nay ost y a dividend of 
5 per cent.,” you think shareholders would have 
been distu ?—This document is grossly misleading. 
You are talking as if there was a deficit, but the profit on 
the Nelson Line was £490,000 odd. That should be added 


on. 
We do add it on, Lord Kylsant. That comes in as 
one of the special credits ?—It may come in just as well 
under interest on investments.” 
Whether the shareholders would have: been alarmed or 
not, adjustment of taxation reserves was put in, and 
ee a 5 

you rega t as being, as were, a danger 
signal or an indication ?—I do not regard it as a danger 


signal. 
A warning signal ?—I regard it as informing the share- 
holders of what was happe x 
At any rate, after the publication of these accounts 
for the year 1925, with these words, nobody was in fact 
disturbed by the presence of the words. Were there any 
questions asked at any meetings ?—I think I had a fair 
number of questions. 
not 


me, 
The Attorney-General then referred to evidence which 


ordinary business. 


of the Court 
there 
the 


Lord Kylsant said it was not correct, and pointed out 
that Mr. was only present in the board-room for 
Mor 25 minutes. If what Counsel had was a 
of what took place at the Court of Directors, it 
Was absolutely untrue. He added that he had been 
loking forward to that opportunity to put the true 
position forward. 
— Attorney-General: Mr. Cason has sworn that at 


acountant brings 
held once a year, a month before the annual meeting, the 
auditors have not the accounts. He brings in a 


dis- | the Court of 


never asked any questions or knew about anything, well 
I listened to the evidence of our chief accountant with 
regret so far as he was concerned, because I felt it was 
absolutely and utterly wrong. We have the voyage 
accounts, and I see them every week, of every company. 
The full voyage accounts of the month are submitted to 
rectors, and either I as chairman, or the 
. —̃ UU 
compare the corresponding voyage of year, and 
when you have been through of them, you read out 
the total and they know exactly what the company’s 
steamers are doing. 
I entirely follow your point when you say that the 
directors have an opportunity of having the voyage 
accounts and from them they ought to have known the 


The statement 


. 
ve worked with Mr. Cason 


y 
directors are still alive and well ?—One I 
has passed away. 


Now come to 1926. Mr. Cason told us that you had 
instructed him to prepare a document which he called 
oye Did he show it to you on October 12th, 1926 ?— 
es. 
And this document showed that you had an estimate 
of a deficit Ves. 
You asked him what unpublished reserves you had got, 
and how you could meet the deficit ?—Yes. 
Replying to further questions, Lord Kylsant that 
it was decided that the bonus share scheme not 
eventuate. Witness agreed that the E.P.D. figure in the 
document already referred to was placed at £350,000. 
Lord Kylsant said he did not agree that the adjusting 
of reserves meant taking what was necessary to meet a 
deficit. Witness did not use the word adjustment for 
It was a professional word which did 
not come from him. 


Supposing that the Nelson bonus had through, do 
you think the E.P.D. would have been adjusted to the 
tune of £350,000 only ?—I understood that there was 
about £350,000 coming in from E.P.D. returns. It after- 
wards came out that it was £550,000. I think that is right. 
You are not that is why you left out the 
Nelson bonus ? n that did not materialise you moved 
up the excess profits duty figures ?—No, it was the other 
way about. When we found we were going to get 
£550,000 the directors of the Nelson Line postponed 
— bonus until the following year. In that year 
you a dividend of only 4 per cent.— Yes. 

Replying to further questions, Lord Kylsant said he 
had never come across shareholders criticising when the 
dividend was too big. 

Did the shareholders know the company was living on 
reserves ?—I do not agree that it was. 

Would you regard it as imprudent finance to pay a 
dividend of 4 per cent. when you are drawing from 
reserves ?—The whole of the circumstances have to be 
taken into consideration. 

If you published the full facts in 1926, would the share- 
holders be seriously disturbed 7—1 think not. 

Or even disturbed. Do you really mean that ?—Yes, 
absolutely, % 


The report for that year waa well received, was it mot ?— 
Bearing in mind that we were drawing published reserves. 


.. 11 8 
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| 
position, but what I am trying to get clear is, was there 
ever in the presence of the accountant any conversations 
at all ?—Yes. 
| How ofte a 
made was gn have to say so, 
because I or many years. 
When Counsel was putting another question, Lord 
| Kylsant said: May I say just this: I always motored 
down to the City with one director. Another direct r, 
one of the ablest men on the board, always telephoned 
to me the night before, and asked to be motored down to 
| the City. Always before the annual meeting he came down 
on purpose, so that he might cross-examine me in the 
. 
| And some of them are near or in the City of London, 
7 [Se ee 
es. 
— 
exactly. I do not recollect them. 
The quotation of the ordinary shares remained steady, | 
both before and after ?—I have not got those figures 
1 = given on behalf of the prosecution, when Mr 
Cason was in the box. It was then stated, said Counsel, 
that when Mr. Cason attended at meetings 
of Directors of the Royal Mail Steamship Co 
were no discussions regarding the accounts. 
Witness if that was correct. 
Were discussed, no mention was evef made at any of those 
Meetings with regard to these reserves, or anything of | 
the sort. When these matters are discussed, you would 
have your chief accountant there ?—When the chief 
—_ and I go through every item on the balance 
W000 
What balance sheet ?—The balance sheet that he has | 
tubmitted. 1 then go through every item in the profit | 
aad loss account. I answer my colleagues any questions | 
ey ask, and if the Court thinks that five gentlemen of | 
the experience of my colleagues on this great company 
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And the quotations of the shares remained constant? 
I never followed that up. 


In respect of the year, there was a for some 
warning ?—Yes, because it was the year of general 
strike, which came about May. 

Let us see what warning the shareholders There are 


the words ** adjustment of taxation reserves, which would, 
I suggest, convey nothing to their minds. There is not 
much other matter to tell them that special credits of 
£750,000 were being used ?—I think you are inaccurate 


sums of money had been put aside in respect 
ility which wes then anticipated for E.P.D. ?— 


into the accounts for the year. 

The reason why money came in in the year was because 
in the years 1918 to 1920 you had paid large sums of 
money and you were ing a refund of what you had 
paid some time ago ?—We not know until 1926 that 
we should get this refund. 

But you did get it ?—Yes, in 1926. 

And that was a refund of something you had paid a long 
— See a Cees Sey see 1926, and when it 
was re it was paid straight into the profit and loss 


account. I fail to see that there was anythi not 
strictly accurate in doing that, and it was part of the income 
of the year. 


I am not suggesting it is inaccurate, but I am only 
wee Se We bring the money in without telling 
the share what you are doing. I say that that is 
misleading. 

The Attorney-General then questioned Lord Kylsant 
with to one of his „ and asked, There 
is nothing there to tell anybody that there had been any 
transfers from reserves over and above the £150,000 ? ”— 
But there was nct. 

Let me suggest to you that there was a transfer from the 
reserve of a sum which became free, if you like, in that year, 
and there was a transfer of reserve in respect of the year 
1926 of £550,000 E.P.D.?—I thought we had already 
dealt with that. 

You dispute it ?—I disagree with the view you take. 

Did you discuss these matters with your co-directors ?— 


Yes. 
Did you discuss with your co-directors the of 
the utilisation of this £550,000 ?—I to them 


that it was in the revenue of the year. 
And as to its utilisation ?—It arose. 
So far as you remember, did you discuss the utilisation 


of the £550,000 in the year’s accounts I mentioned the 


fact that we were getting this through in the year. The 
Revenue paid it to us during that year, and it went in the 
normal course into the profit and loss account. 

Do I understand you to say that in your view there was 


or was not an adjustment of taxation reserves that year? 
It met the demands of the Chartered Accountants, and 
I saw no objection to it. 

Continuing his cross-examination after lunch, the 
. Attorney-General asked: “I suggest to you that if the 


| 


arts 
1 
i 


back. 
was it desirable to keep an back ?—We 
everything about the whole group. 


So far as the shareholders in this company were con- 
cerned, would they have been Gisturbed by tho sual 
of the year’s operations ?—No. 

Would they have been ?—I think would 
have been quite grat . * 

The Attorney-General asked ＋ 4 then, they should 
not be told about the result of year’s operations. 
Lord Kylsant replied that if one were going to do 80, 


they were intensely interested. He went on to explain 
that it was not an for the average man to 
understand ; there were 35 companies in the group. 

gt cs Ng Song Forge dh pA Aleta 
to understand, do you „Lord Kylsant, that the 
ordi man, looking 

1926, would think that £150,000, and that alone, 
been transferred from the reserves ?—That is all 
had been transferred from the reserves. 

Do you think he would have realised that £550,000 
was a non- item that had been b t in? 
a big group like this you have constantly 
- items coming in. That is my experience 
Guat the teat OR peaen, ond pos cians fales this HAN 


of £550,000, as a non- item, had been 
ted, and Lord Kylsant “a 
ink the shareholders would have 


The Attorney-General: Surely you must realise that 
it was a matter of great importance to the s 
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ly of non-recurring items ?—I do not think it # 
when he has confidence in and ws the class of men 
who are directors of the company and the 7 
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shareholders had known what we now know 
to the year 1926, they would have been d 
Not if they had known it in 1926. 
I think you said that they would have bee 
—They would have been very pleased if the 
in 1926 what the financial position of the 
was- and very surprised. 
ou tell them in 1926? W 
anything back — There w 
in describing what are called special credits as transfers. | 
If you had regarded them as transfers from reserve, you publishe 
would have given a clear note of warning ?—I would | 
consider the matter on its merits. They were not transfers | 
from reserve. 
Sir John Simon, objecting to the question, said that one 
of the figures was £175,000 for income tax. Was he at that 
stage of the case to understand that the Attorney-General 
A ²˙ Ä Ä 
reserve 
Lord Kylsant said he did not with the view that f 
the Attorney was expressing. “ You are asking me on one must not mislead them, and therefore o 
the assumption that what you are stating are facts, he publish the whole details about the whole gro 
added. 
I want you to deal with an assumption, if you will. 
I suggest to you that the £550,000 had arisen in this way. 
That in the old days substantially up to and including 
1920, 
of the 
That is so. 
As time went on, it was possible to gauge with some 
precision how much of that old reserve would be required ? 
—That is one way of stating it. We find out each year 
what we will get back from the Treasury, and that goes 
Dy one year, or even two. 
| The question as to whether the sharehc 
have been disturbed if he had known tha 
disturbed, because the non-recurring am- 
came into the accounts of a big group lik 
| very large. 
Asked why, in those circumstances, the 8 
had not been told, Lord Kylsant replied that 
consider that there was anything at all speciz 
to know whether the accounts are swollen 
| ticular year by items of such a nature th: 
| no 
ite 
ti 
wh 
| spe 
| in 
ee in 
many years. 
N Take a simple illustration. Is 
shareholder to know, in order to appreci: 
| position 77 nan ne yea 
| sound, conservative finance. 
| Coming to the for the year 1927, which showed 
| that that year vedi sete 1926, the Attorney-Genenl 
pointed out that the amount put aside for insurane 
‘that year was £211,000, substantially more than the 
amount for 1926, which was £162,000, The amoutt 
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aside for depreciation, however, was roughly £130,000 to enable you to carry on?—You have mentioned 
1 . 5 millions „ 
something enormous; but these companies had 

— but rr 
in every case far more than A 
wn to 60 millions, and was written down to about 
The Attorney-General: Then the deficit for the year 434,000,000. So that there was about 17 millions 
926 ?—It r been paid, and you say, What an 
awful thing; company has actually used 5 millions 

-M to do something.” * y 
Attorney-General went on to say that he would I am not saying that this is an awful thing, but that at 
n 
been told ?—I the interest of the Court of Directors 

was the interest of the whole concern. 

result of the Nelson bonus. Do you think it would have upset the shareholders if 
t | they had known about the utilisation of that 5 millions 
might have been a dividend. It was actually a division | over the seven years ?—No. 5 
of profits. Then again I ask, why not tell them I think we carried 

The Attorney-General: Will you agree with me to on the business in a way which was to the best interests 
this the bonus was declared, of the 21 
and a month after, the R. M. S. P. Company was exactly Do you think the shareholders would have been agree- 
mis- able to your getting commission in 1927, which 
keading. If by that you mean that the Nelson Line | amounted to £27,000, if they had realised the facts about 
was there | that 5 million ? 

Lord Kylsant, in reply to this question, mentioned an 
must apply that to everything. The Nelson Companies occasion some years ago when he had thought that a 
were two panies, and they were very commission of 1 per cent. was excessive, and when he 
successful companies. had altered it to 4 per cent. That alteration had been . 

a fact that the R.M.S.P. Company was just as | carried unanimously at a general meeting of the company. . 
: 
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as it was a month after this The Attorney-General then repeated his question as to 
—If any one hundred per cent. company | whether the shareholders would have objected to his 
commission, and Lord Kylsant replied that he did not 
think they would have done. He added that in 1928, 
when his commission was also due, he had not drawn it. 
The Attorney-General: Coming back to 1927, the 
items amount to £512,000 ?—These are things 
not merely earnings which the t come in as the ordinary receipts of the company. 
had made in the year 1927, but the There is nothing wrong about it, nothing that you have 
made over a series of up to | to apologise to anybody for, any more than a member of 
Companies’ © Parliament who draws £400 a year would apologise. 
After all, people know that a member of Parliament 
profit was not made by the — eo ee that there 
year. i 
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did 
had been steadily increasing. The | (1927). There is a credit in respect of dividends and 
company had received £232,000 back in respect of income | bonuses from allied or other companies of £559,000. 
000 N Part of that was a dividend from the Pacific Steam 
of steamers, and £17,000 credits. Navigation Company, amounting to £60,000. Is it the 
: fact that that was paid as to £10,000 in cash and as to 
- | £50,000 by the transfer of ordinary shares in the White 
Star Line (2s. paid) ?—I should not put it that way, but 
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i the £10,000 in cash and £50,000 in shares 
(2s. paid), so that the value of the shares was £500,000, 
and there was a liability in of uncalled capital 
amounting to £450,000. Lord it’s reply was that 
this was not quite accurate, and that the shares were not 
1 ca wae Ne 
rd Kylsant described it as an ordinary purchase of a 
block of shares. 
of things I absolutely know. The Attorney-General : Did the holging of those shares 
a 


possi 
; enormous call for — capital ?—You have already 
lsant, in these seven years ending in 1927 you | explained to me that oe re. See eee 
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100 per cent. r it must be none the poorer—or 
wro 


your argument must 


ng. 
I think, if I may say so, that you had better not a 
combination of logic and law.—I would not touch law 


for anything. 


The Attorney-General then drew a distinction between a 
company issuing the shares and a parent company holding 
them, and said that if the Pacific Steam Navigation 
Company, for instance, found itself confronted with a very 
large liability in respect of unpaid capital, and could not 
pay it, it could always be wound up. He asked if the 
had been told 
onything about these shares. Lord Kylsant replied that 
he co not remember what he had said then, but he 
pointed out that these things were published, in the 


shareholders of the R.M.S.P. Company 


shipping papers, directly a transfer was registered. 
Asked if he had sounded any note of 


he had said anything 


been so good as in previous years, so that the 
of the company had been affected thereby. 


with the Attorney-General’s suggestion. 


The Attorney-General then went on to refer to Press 
statements in order to indicate that the payment of a 


5 per cent. dividend by the R.M.S.P. Company in 


respect of 1927 was very well received. Lord Kylsant 
replied that, as he had already stated, the business was 


recovering from 1925 onwards. 
A leading article published in the Press on May 12th, 

1928, was mentioned specially by the Attorney-General, 

referring 

the R.M.S.P. Company in 1927. He pointed out that 

the writer of that article was obviously under the 

impression that there had been no special non- 

items brought into the accounts for the 1927, 

he went on to suggest that when Lo 


opportunity to correct any misapprehension. Lord 


Kylsant replied that the Attorney-General was suggesting 


that he had read the article at that time. 


The Attorney-General then went on to refer to Lord 


Kylsant’s speech to the shareholders in May, 1928, 


warning to the 
shareholders in 1927, Lord Kylsant said he did not think 
of that nature, but he could not 
remember exactly all that he had said in the last twenty 


years. 
The Attorney-General then quoted extracts from the 
directors’ report for 1927. One of these made reference | you 
to the fact that the North American apple crop had not 

business 


He asked if 
Lord Kylsant did not think that the shareholders would 
have been just as much interested in the transfer of 
£232,000 (received in respect of income tax) to the profit 
and loss account, had it been stated, as they were in- 
terested in the North American apple crop. Lord 
Kylsant replied that the statement about the apple crop 
was not made by him personally, but by the Court of 
Directors, and indeed it was a matter of very great 
interest to the company’s business. He did not agree 


to the satisfactory recovery in the profits of 


Kylsant had 
made his speech to the shareholders, a fortnight after 
the publication of that article, he had had a golden 


shareholder of the 
have had the slightest idea that in 
— — Sage 3 per cent. dividend you had to 


Do you think the ordinary 
company wo 


your hand into such matters as excess profits duty? 
on the ledge in front of him, Lord Kylsant replied to 


If my words are clumsy, I am sorry, Lord Kylsant,” 
he declared. “All I meant to convey was that this 
amount of £232,000 was brought in. Do you think 
that the ordinary shareholder would have had any idea 
that you were utilising that sum?” 

The sum which we had received 


year? 

The Attorney-General: The sum which had become 
free during the year. Do you think the ordinary share- 
holder would have the slightest idea that you were 
relying upon such an amount as that ?—I think it was 
quite a right amount to carry to profit and loss account. 

That is not a proper answer to my question. Do 
think the o ry shareholders would have had 
the slightest idea that you were relying upon items such 
as that to pay a 5 per cent. dividend ?—I think it was a 
fair statement of position. 

Remarking that he would try once more, the Attorney- 
General put the question, and Lord Kylsant 
replied that he did not think the ordinary shareholder 
would appreciate how such a great concern as this com- 
pany was managed and must be managed. 

r William Jowitt : Do you think that if the ordinary 
shareholder had had any idea of how this was obtained 
he would have been much disturbed ?—I don't think 
he would. 

Do you not think it was a pity now that the accounts 
did not set out the position a little more clearly 
No, I think were done absolutely correctly, and 
done absolutely in a high-class way. 

At 1 whatever the position would have been, 
if the holder had been told things which he was 
not told, the shares remained steady. In fact, the 
ordinary shares went up, did t not ?—I cannot tell 

u in the least. I have never n interested in the 

tock Exchange prices of shares. 

You do not follow the prices of your shares at all ?— 
Very slightly. 

I should have t it was what a chairman of a 
company would do, use he would want to avoid 
violent fluctuations of the shares ?—Oh, from that point 
of view, yes. 

Further questioned on this matter, Lord Kylsant 

that the ordinary shares might have gone up 
slightly. 

The Attorney-General : ea 
really justified that going up 

Lord Kylsant: Yes, certainly. The business has 


and quoted extracts to the effect that the accounts been steadily improving since 1925—going up gradually. 


set out the position very 
for the year might be 


He asked if those statements were true, and Lord Kylsant | 


replied that they were. 

The Attorney-General: Of course, it was a very 
difficult time, and you were fighting keen com- 
petition ; in view of the difficulties of time, you 

rded the accounts of that year as not unsatisfactory ? 
In view of the difficulties of the time I thought that 


the fact that the company was steadily doing better 


was very satisfactory. I think the expression I used 
was not unsatisfactory.” 

The Attorney-General asked Lord Kylsant what 
provision was being made for taxation. 

Lord Kylsant said he must leave that; he thought 
it would clearly dealt with from the witness box 
later on. 

The A General: The accounts set out the 
1 "erg Tr 5 
Lord Kylsant: That was my belief, and it is still. 


„ and that the results | 
as not pen poe for this particular year. It is a document which was 


Just look at exhibit No. 13—or 19, I think, is the one 


roduced at the Court of Directors. There is not 
re, is there, about an item of £232,000 being utilised 
—No, that is not there. 

If you discussed these things at the Court of Directors, 
why not have it down in black and white for the Court 
of Directors to see it ?—The answer is quite clear, Mr. 
Attorney. The directors were passing a form of accounts, 
in black and white, that was going to be published with 
figures in red ink, giving the figures for the previous 
year. Each of the directors had this before him. 1 
went through every item. 

That is the explanation ?—That is the explanation. 

Do you tell me this is a mere copy of what is going 
to be published ?—I think my answer is quite correct. 
It is what is going to be published. It is going to be 

blished after it has been submitted to the auditors. 
This was before it was submitted to the auditors, and 
subject to any qualifications the directors desired made 
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The Attorney-General said he had not meant to use 
an expression which might be misconstrued. 
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in the form after I had explained item to them. 
Sie then passed it, with or without alteration, end 
went to the accountants. 

That may be a very good 
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cussed. tly see my 
Courts, and the majority of them know as 
of how the company is going on as I do myself. 
it a fact that the 


+ 
3 


t into the account for the year 1927 ?—I could 
say yes or no to that. I could not say exactly what 
done four years after. I have not got the happy 

memory that members of the Bar have. 

you really tell me that if, with regard to those 

accounts for the 1927, instead of making the speech 

did, you had told the shareholders exactly what the 

ry of this company had been for the last seven years, 
that the price of those shares would not have fallen down 
straight away to practically nothing I cannot express 
an opinion on that ; — — me if in some 
of the years when we 15 per cent., but only paid 
6 per cent., we had paid out 15 per cent., the shares would 
have gone up in price three times over. 

Would there have been a panic if you had told your 
shareholders what we now know ?—I do not think there 
would have been any panic. It would not have been in 
the interests of the company, and it would have enor- 
mously encouraged competitors. 

Asked how he thought competitors would have been 
encouraged, Lord Kylsant replied that, in his view, the 
was competing with a concern always 
know everything about it, and tried to get as 
My idea as a chair- 


man 

wanted 
much information as he could. 
man,” he said, is that it is my duty not to part with 


that information.” 

You mean this, that if your co tors had known 
how desperately difficult the ition was — 
the 8 —— been cheered up ?—Not err 

. 't agree with your language at all. 
entirely disagree with your language. 

Let me put it this way, then; if competitors had 
known how difficult the position was ming, they would 
have been cheered up ?—I could not even agree with that. 
If they thought we had been doing a little worse, it might 
have encouraged them. I do not use any of that strong 


Again, what did you mean by saying that your com- 
petitors would have been encouraged ?—I always think 


al when you are fighting people, the less they know 


t your business the better it is for you and the 
Worse it is for them. 
Sir William Jowitt asked that if one assumed that 


the y was 1 building up hi reserves, 
and so — tion of that information 
en competitors 

Lord Kylsant said he thought it would. You could 
encourage competitors showing m t you were 
doing magnificently. 

Do you encourage competitors by telling them that 
you have not made a profit since 1920 ?—I do not agree 
with that statement. It is absolutely untrue. 

Do you encourage competitors if you tell them that you 
have not had enough out of current earnings, after pro- 
viding for depreciation, to pay debenture interest 
That is not true. 

In which year, since 1920, do you think there was 
enough out of current earnings after providing for de- 
preciation, to pay debenture interest ?—I think your 
statement is incorrect. 

In which of these years do you think there was enough 
to pay debenture interest ?—I think, Mr. Attorney, that 


is a very misleading question. 


Which year is the year in reference to which that is 
misleading ?—I think it applies to several of them. 

Tell me one of them ?—I would rather put it the other 
way. In the year 1926 there was not sufficient to pay 
debenture interest. 

Is your answer, then, that there was enough in every 


-| other year out of current earnings after depreciation ?— 


No, I didn’t say after depreciation. 

What I am putting to you is that in no single year since 
1920 had you been able, after depreciation, to pay your 
debenture interest out of current earnings ?—I entirely 


disagree. 

The Attorney-General, on receiving this last answer, 
remarked, “‘ We will leave it at that. He then proceeded 
to deal with matters relating to the year 1928. He had 
already suggested, he said, that the words adjustment 
of taxation reserves” were words which would not, and 
to Lord Kylsant’s knowledge would not, convey anythi 
to the mind of the man in the street. He thought Lo 
Kylsant had assented to that. 

I do not agree,” said Lord Kylsant. 

The Attorney-General : Is this right, that in 1928 the 
words — of taxation reserves had dis- 

—Yes. 

And instead of them I find, After crediting income 
tax reserves not required? — Ves. 

Lord Kylsant agreed that according to the table which 
was before the Court, the item referred to accounted for a 
ccc 


year. 

If you publish that to a shareholder, the shareholder 
knows that the balance for the year has been swollen by 
the crediting of income tax reserves not required ?—Yes. 

And he is free, if he likes, to ask a question ?—Yes. 

And if the Board does not reply, and he can get enough 
shareholders to agree, he can vote the Board out- of 
office ?— Yes. 

Lord Kylsant said he did not know how the change of 

arose. He did not think it originated with him. 
It might have been done by the accountants’ staff, but 
he did not know. He appreciated the difference between 
the two expressions which the Attorney-General had 
mentioned. 

Sir William Jowitt: I have now to come to another 
part of the case. Before you published your accounts, 
either for 1926 or 1927, you had made up your mind 
that you were going to have a new issue ?—We had been 
discussing it for some time. The letters are in Court. 

Before publishing the accounts in respect of 1926 or 
1927, you had it in your mind ?—As a possibility, yes. 

Let me ask you from the point of view of the prospectus 
a few questions. I am not going to ask you technical 
legal questions or technical accountancy questions— 
that would not be fair. On the other hand, I am going 
to avail myself of your business knowledge and experience. 
Do you think that the duty of a person who puts forward a 
prospectus is to put forward all relevant facts, fairly and 
squarely, so as to enable an investor to form his own 


judgment ?—Yes.. 


ee «= 483 
SS ——————— 
not being on this document, but if these matters were | | 
discussed between you and the Court of Directors, how | 
is it that there is no document ever put before the Court | 
of Directors which showed these figures ?—The directors | 
the amounts of every voyage put before them, and | 
lice al very intelligent men, they see what the debit | 
and credit is, and how the totals compared with the | 
previous year. They also see how the company’s ships | 
are doing compared with the corresponding voyages | 
len read through but 
ou may every voyage account, 
you won't see this figure of £232,788, will you ?—No. 
Why is there no paper before the directors which 
shows that is going to come into the account ?—It does | 
come into the account and they all know it. 
I have got this controversy between you and Mr 
Cason. If it is a fact that these things were . 
the Board, I should have expected to 
of paper on which these figures were | . 
so that they might be before your own | . 
do not find it ?—I would have the par- 
me. The whole question of how the 
doing was being constantly discussed 
tings take from one to one and a ha 
We discuss how the company is doing, and we 
unch ther in a private luncheon hall, where 
| 
0 | 
your fellow-directors showing, for instance, how this 
£232,000 in connection with excess profits duty had been 4 
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E 
deplorable if that standard is ever departed from ?— 


I agree. 

And deeply deplorable if that standard is departed 
from by a man in a high and eminent position in the City 
of London ?—I agree. 

Lord Kylsant, did you put forward all the relevant 
facts in your possession to enable the investor to form 
his own judgment ?—I put forward absolutely a true and 
correct statement, and I took these steps; not only was 
it first passed by one of the leading firms of solicitors in 
the City of London, but then at my request they sub- 
mitted it to a leading Counsel. I said, Who is the 
n 
work.“ v7 mentio name of a distinguished 
member of the Bar and we got his opinion. Then before 
that, or after that, it was twice before my colleagues and 
‘was very fully discussed, and in my view it was an ab- 
solutely straight, true and fair description of the company. 

The Attorney-General reiua>ked that, as Lord Kyisant 
was no doubt aware, Counsel only advised upon the facts 
put before him. 

Do you state to the jury,” he asked Lord Kylsant, 
that you put before the investor all relevant facts, so 
that the investor might have all material on which to 
make up his own mind—did you ?—I say yes. 

7 fact the issue was very largely over - subscribed ?— 
es. 

And, of course, the issue was not in the nature of a 
gambling thing. It would have been regarded, would it 
not, as almost in the nature of a gilt-edged security 
At that time the security over and above the debentures 
issued was over £14,000,000, and even to-day it is many 


millions. 
Then I am right in sa that it would have been 
" as appealing to the steady 


Amongst whom, Lord Kylsant, there would very 
probably have been many persons in quite humble cir- 
cumstances ?—There are always some. 

The Attorney-General put it that the issue was stated 
to be £2,000,000 5 per cent. debenture stock, at the price 
of £92 10s. percent. The actual amount brought in would 
be approximately £1,850,000. 

— —— — * : 

yield per cent., Sir William Jowitt suggested, would 
be round about 33 per cent. 

Lord Kylsant said it would be under 5} per cent. 

You see the paragraph inning Although this com- 
pany.” Let us read it together, we? It goes like 
this, does it not? Although this company, in common 
with other shipping companies, has suffered from the 
depression in the shipping industry, the audited accounts 
of the company show that during the past ten the 
average annual balance available (including p of the 
Insurance Fund) after providing for depreciation and 
interest on existing debenture stocks has been sufficient to 
pay the interest on the present issue more than five times 
over ? -es. 

Do you remember the history of those last few words 
which appear in leaded type ? Why were they put in in 
leaded type. Was it because it was a very important 
factor in enabling the ordinary investor to make up his 
mind ?—It enables anybody who doesn’t want to read the 
whole prospectus to see what was the position, and 
whether it was worth going into further. 

And was it any criterion of the future prospects of the 

issue ?—I was not responsible for them being put in 
SE ee ee ee Tene ow SOS 
to be. 
I am not asking that. Did you intend the investor to 
be guided by this consideration: This is what the com- 
nn Se ae eee 
future? —It is telling him what the company has done 
in the past and what it may do in the future. 

Exactly. It is simply giving, in so far as the past may 
give, some indication as to the future ?—Yes. 


And that is why you put the words in ?—Yes. 


Was it a fair indication of the future to take the a 
annual balance available over ten ?—It wes of 
indication of the facts. As I say, I was not attempting, 
ee ee ye OP 
ture. 

The question I want answered is this: Is it a fair 
indication as to the present capacity of the com- 
pany ?—In my opinion it was at that date an absolutely 

IN See Se ee ee ing in 
mind that the business been steadily impro since 
1925. Tt was a little better in 1996 and Al bes 
1927. 

Do remember telling me this morning that the years 
1918, 1019 and 1920 were abnormal years — Ves. 

That was what we agreed upon ?—Yes. 

There was a vast quantity of goods wanting carriage 
Fr 

m ?—I agree. 

But as from the year 1924 a wholly new situation had 
developed. You remember telling me that as from the 
year 1924 you were face to face with a wholly new situa- 
tion ?—I said that about com n 

How can it be fair to ask the investor in the year 1928 
to judge the future by the past, if you take a period of 
ten years, which has three absolutely abnormal years 
at the beginning of it, and obscures r the diffi- 
culties of the period as a whole ?—I do not think there is 
anything misleading about that. Everybody knew about 
the Vestey competition. It was no secret, and it was 
known over the whole of Great Britain. 

This is the critical question, is it not? Supposing, 
instead of setting out average annual balances, you had 
set out the balances year by year, corrected as they would 
have been if Mr. MacArthur written back those items 
into the appropriate years, you would have seen, would 
you not, that the great bulk of the mo was earned in 
n years, which were fi by seven very 
lean years ?—Less p rous years. 

The Attorney-General referred to a letter which had 
been produced, in which reference was made, he said, to 
writing back certain items into what were to 
be appropriate years. The result of that, if it had been 
done, he suggested, would have been to show profits in 
the early years and deficits later on. 

“That would have been very misleading,” declared 
Lord Kylsant. “ I think you are entirely mistaken 
that, Mr. Attorney.” 

Would it have shown that the first three years were 
very much more profitable than the others ?—Oh, yes, 
that applied to practically every business in Great Britain. 

Then what is the relevance of asking the shareholder 
to make up his mind on figures based on an abnormality 
which occurred some ten years ago ?—We are living in 
an after-the-war period, and you have to set out the thing 
in the fairest way possible. The Court of Directors gave 
the result of the dividends paid in the years. 

Had the results of these earnings in the years 1918, 
1919 and 1920 any relevance or significance as a test of 
earning capacity in 1928 ?—I think it is very interesting. 

The Attorney-General said it certainly was interesting, 
but had it any relevance ? 


two or three millions. 

Has this any relevance or any significance whatever 
as a means of judging the earning capacity in the year 
1928 ?—I think so, certainly 


r ZF geceese asc exer Zerg ga wewee 0 e¢nrae os 
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Lord Kylsant replied that the issue was to cost extra 
interest, and when there was a surplus capital account of 
over £14,000,000 at the time of issue, it was rather 
different to an issue by a company that had a capital of 
What relevance had these years 1918, a . . 
as a means of judging earning capacity of 1928 7.— 
have explained, shipping goes — Gea, and there thes 
are cycles exactly like the waves of the sea. You have a 22 
long fiattish period, and it rises and there is big wane hy 
Then down n The 
year 1920 was the top of the wave. There have been I 
five of these cycles in my business life. I started business Atto 
in 1880, and I built my first ship in 1888, I was told Th 
“rr when I was a young man of these cycles. Therefore I aske 
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the general strike, and 1927 

Cycles are all very well, but you have left out of account 
one factor—you have left out the war ?—I have not left 
out the war. 

Was not the abnormality of 1918, 1919 and 1920 due 
to the war ?—The abnormality of 1914, 1915, 1916, 1917 
and 1918 was entirely due to the war—naturally. We 
— 1914 and we showed that we had 


passed 
About ee — + eee 

of the war ?—That was the beginning of a rise, 1920 
was the crest of a wave. 

Exactly, Lord Kylsant. We must remember that there 
was a large diminution in It is quite obvious, 
is it not, that 1918, 1919 and 1920 were abnormal owi 
te the effect of the war, which was still being felt 
cut the war out, and I say that 1920 was the crest of a 
wave. It was due in any case. 

In 1920, the abnormality was in part due to the war. 
Does that t your view ?—No. In the year 1918 
abnormality was entirely due to the war. In 1919 a 
little part due to the effect of the war, but 1919 and 1920 


Will you explain to me why you thought it possible 
that any intelligent investor ought to have based his 
calculations for the year 1928 upon the of the 

that is 


occur to you that it was absolutely mis- 
an average under those circumstances ?— 


you had set out those years, year by year, 
t profits for 1918, 1919 and 1920, and then 
being written back, as Mr. MacArthur was 
do, sho for 1923, 1924, 1925, 


Not as Mr. Attorney, as 
them out on this sheet. 


his money ?—No, because that 
I never saw that statement before I came 
but in my view it is grossly inaccurate. 
You have been commen pretty adversely upon it? 
Yes, because I have — gentlemen dealing with it. 
In further answers, Lord Kylsant said he would never 
put on any statement 


Attorney-General: If the facts had 8 
prospectus, as they have been set out in e , 
think anybody would subscribe to this issue ?—If 
been set out, as they have been proved to be 

is Cast, these would have toon © geal aupense to 


‘not put the question again.—I am sorry, Mr. 
to the report of 1923, 


statement? I know what you are going to tell me 7 
I am going to answer your question. 

I observed that you looked at your table which contains 
a reference that the reserves for the insurance went up. 
Now look at the table, will you. In that year, 1923, you 
have not availed yourself of that £800,000 ?—I say it 
came into the profit and loss account. 

Quite right, but it is of no interest to my mind as to 
what it came into. What I am interested to know is 
what it came out of. I suggest to you that what it came 
out of was reserve ?—I suppose that income tax came 
out of the L have not got the figures before me 
and I am sorry I cannot answer that. I am not an 
accountant. I am a shipowner. . a a 

Did they come out of reserves or not ?—I don't believe 
it came out of any reserve ; I believe it came in during 


the year. 

Is not that a reserve out of pre-war transactions 
paid back? You see, Lord Kylsant, that has no relation 
to that year, except as a matter of accountancy. It 
does not relate to the year in any other way ?— 
you get money in that way, and you didn’t know you 
were going to get it, I think it belongs to that year. If 
you do anyone a good turn twenty years ago, and you 
get £10 for it this year, you take it as a profit for the 
year, not twenty years ago. 

I will take an illustration in order to put my point. 
Supposing, for the sake of argument, the £800,000, or a 
substantial part, could quite properly be called reserves, 
on that assumption, Lord Kylsant, would it be honest to 
say that in the year (1923) you paid 6 per cent. after 
adding to the reserves, when what you had done was to 
add to the published reserves, and deplete the unpublished 
reserves to the tune of more than £80,000. Would that 
be honest ?—I think it would be, because in my view the 
company was building up these reserves. I do not admit 
that any money was taken from any internal reserves. 

I quite follow that the matter was one for the ac- 
countants, and not for you. Therefore I can only ask 
you now on that assumption. Assume, if you will, that 
more than £80,000 had been taken from the reserves in 
the year 1923, would it be an honest statement to say 
in the year 1923 that you had added to the reserve when 
what you had done was to add to your published insurance 
reserve and withdraw more than £80,000 from your 
unpublished reserves ?—I don’t admit we have drawn 
anything from the reserves. 

ou say that all the way through ?—Lord Kylsant 
assented. 

Is it your view that if you had withdrawn anything you 
NS A that. 

ow far would you go ?—In certain cases I should not 
think it necessary to publish anything. That is my 
personal view. 

You were going to raise £1,850,000, paying brokerage 
of £1 per cent., so the net figure would be rather less. 
rr 
required to pay o existing bank overdraft ?—We 
had just built one of the finest buildings in the City of 
London. The land itself was worth half a million, 


. | £700,000 was spent in the building. That was the reason 


why there were overdrafts. 

Sixteen months after you made this issue, are you 
applying to the Treasury for an extension of the guar- 
antee ?—Yes. Only in the case of £5,000,000, which 
my late friend, Lord Pirrie, arranged with the 8 
and for five years. I told him at the time I t it 
would be dangerous to take five years, and he said, “ re 
will be no difficulty in getting it extended ten or fifteen 
1 Unfortunately he died before it fell due. That 

the story about that. 

A relevant circumstance to bear in mind when you 
decide what dividends to pay ?—Yes, but I had in- 
formation. I was in direct touch with the leader of your 
profession. He told me not to be worried about it, and 
that the cards were in my hands. 
Anyhow, you haven’t this card in hand—the 
ability to pay what you owe ?—As the did not 


1 0 
»Was that an honest and candid 


extend the guarantee, there was a difficulty, and that is 


* N 
rr 
2 ccf q ³˙ m ⁵ 
say it has relevance, and you don’t judge a shipping 
Teesay by one of two or these your. You have to 
look at a cycle, and the fat years, like the lean . 
have a distinct bearing on the whole. In 1925 we began 
to see a change; 1926 was better than 1925, in spite of 
| | | 
| 
are really the ordinary crest of the wave. | 
If that is true, why did you tell me this morning that | 
those years were abnormal ?—So they were, because the 
war had a certain effect upon them. It is awfully diffi- 
cult to explain in cross-examination. 
ee | 
the point I want, and possibly the point the jury want? 
I think it was right to give them that, although they know 
that those three years would be rather more than normal _ 
crests. ; 
Does it not 
leading to take | 
No. | 
showing 
the figu | 
going to | | 
1926 and 1927, do you think there is N 1 person who . 
would have invested in this debenture at 92} ?—Of 
course, I cannot tell what Mr. MacArthur's figures would 
have been. I think the majority of people invest in a 
thing like this, when they know that there are fourteen } 
millions between them and foreclosure. . 
If you had set out these figures year by year, do you 
think that people would have invested in the shares ? 
Yes. When the figures were set out accurately, not as 
Mr. Attorney has been setting them out. . 
ne EE : 
they had been set out as they 
are set out on this sheet, no investor would have invested 
| 
| 
ring his signature. | 
in | | 
1 | 
in 
this issue 
I shall 
Attorney. | 
The At | | 
asked Lord Kyisant, | 
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reason. But the debenture holders of this compan 
well protected still. 3 


e 
uestion ?—Lord Kylsant replied that he 


ven’t 


Lord Kylsant (interrupting): I didn’t say I hadn't 
the least idea. , . 

What is your idea, then ?—I haven’t looked at the 
matter for some days. 

But when you did last look, what do you say about 
that ?—They did go down very low at one time. But 
they have — — up, nearly double, I think. 

Fg rn right: Will you tell me what is the date 
0 tee. 

Lord Kylsant: It would be about nine years ago. 
3 I thought you said five years 

fore 

Lord Kylsant: I think I said about seven 

The Judge: And for what period was it? 

Lord Kylsant: For five And the associated 
companies raised just over £12,000,000, and they have 
paid over £2,000,000 in reduction, and they have paid 
every penny of interest up to date. The Government did 
not see their way to agree with the suggestion made two 
years before to continue it for five 

The Attorney-General: In addition to other matters. 
Were you not under an obligation to find no less than two 
and a half million in connection with your White Star 
commitments ?—Yes. The total money raised was just 
over £12,000,000. We paid the instalments due which 
were £2,000,000, and there were just over £10,000,000 
still running, but it was this £5,000,000 which caused the 
trouble, because the guarantee was only five years. 

Now let me summarise the case I put to here. I 
don’t ask your assent to it, but to the fact t this is the 
way it is put i you. From the year 1921 the 

1927 inclusive your company has steadily - 
r 
of its previous years ?—I don’t accept, Mr. Attorney, your 
et eee position. 1 

ut you expended 25,000, 000 in reference to recurring 
items of expenditure ?—It may be so. 

And that these all owed their origin to these years? 
No, I don’t agree with that. 

And that if you had set out these facts, there was no 
chance of anybody investing a penny piece in this issue? 
I absolutely disagree with your facts. 

That to avoid setting out these facts you took the 
ave for ten years, mixing up the whole abnormal 
period—that new period in which new conditions pre- 
vailed—and that when that was done you deliberately —— 

Lord Kylsant (emphatically): No. 

T 

wi inten 0 w. 
might be induced to invest their money ?—No, absolutely 
untrue. 

This concluded the examination of Lord Kylsant. 

Sir John Simon, re-examining, said: I just want to 
begin with one or two points about the prospectus. Will 
you take a prospectus in your hand. My learned friend, 
the Attorney-General, during the last four hours, has been 
— you whether you think that anybody who knew 
year by year the course of the company’s affairs in 1918 
to 1927 would have subscribed for this issue. It may be 
e l the 
history o company the past ten years. Did you 
subscribe to the issue ?—I very seldom buy debentures. I 
confine myself principally to ordinary shares. 

I am asking whether you subscribed ?— One of m 
private companies did. f 

It was your money! — Ves. 


Were there trust com under your control that 
oo 1 know they sent in appli- 
ca . 

As a matter of fact the full application was over- 
subscribed ?— Very om an 

I want the jury to rstend this. Is it a fact that 
you, youself, believe that this was an issue properly to be 
subscribed ?—Yes. 

Now just look at this word “ average.” The learned 
Attorney-General has asked you a many questions 
about the average annual balance and has called your 
attention to the fact that at the beginning of this period of 
ten rr 
2 the depression in the shipping trade. 
you look at the paragraph. Do you observe that it begins 
with these words, Although this company in common 
with other shipping companies has suffered from the 
depression in the shipping business. Do you see that? 
Yes. 

“The audited accounts > gee company 3 
during the past ten years average annua 
available (ineluding profits of the Insurance Fund) aſter 

roviding for depreciation and interest on existing de- 

nture stocks has been sufficient to pay the interest on 
the present issue more than five times over.“ As you 
understood the matter you were sta an average of 
ten years, indicating that at the end of the period the 
figures are wo you regard that as an indication 
to those who read the document that the position would 
be better at the beginning and worse at the end That 
was the meaning of that. 

. ee, ee cee wee ee It is not 
uncommon when issuing a prospectus to an average 
for a considerable number of years back ?—I think it is a 
very o thing. 

7. think T heard the learned A -General say—and 
I am very glad to note this that he doesn’t suggest there 
is a single statement in that ’ 
untrue. So far as you know is any statement in the 
prospectus untrue Every statement is absolutely true 
ed i tion of forward any 

ever any inten 0 — 
* — tg the effect of which was untrue No. 

If it could be suggested that the effect of this 
was otherwise untrue, was that known to you ?—No. 

In putting it forward, had you any intention of deceiving 
or misleading anybody ?—Certainly not. 

This prospectus, I imagine, was authorised by the 
other distingui members of Board ?—Yes, we 
had meetings specially to discuss it. 

In your experience of them are any of them capable of 
authorising a statement that they knew to be untrue ! 
I should say absolutely no. 

Now let us look at the ten years a little more closely. 


It begins, as the Attorney-General has pointed out, with | 


three good years. That is right, is it not ?—Yes. 

How far these years are good because the war is over, 
or how far they illustrate to a greater or lesser degree 
the cycle in trade, is that a matter which you or no one 
else can pronounce upon ?—No. 

In so far as the years affected by the late war were con- 
cerned, the facts were as well known to the man in the 
street as to you ?—Yes. 

Now I take the three years at the end of the period, 
1925, 1926, 1927. Now let us take 1926 first of all, and I 
want you to refer to the annual report which I gather 
would be published in the May of 1927. I am reading a 
report taken from The Times of May 26th, 1927. Now 
will you sit down, Lord Kylsant, you have had a very 
long day. I want to see, with your help, what was the 
view which you held in May, 1927. We can all of us be so 
wise years afterwards. 

The learned Counsel then proceeded to read the report 
of Lord Kylsant’s speech, in the course of which he had 
referred to the depression in trade and the great increase 
of unemployment. 

“ You regarded that as a calamity, Lord Kylsant? — 
Yes. 
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Kylsant it was his view in May, 1927, that the trade 
of the country would recover. Indeed, he saw 

that were distinctly encouraging, and he indicated at that 
meeting his belief in a favourable turn of events. This 
was, in his considered judgment, the position at that time. 

In your view of the cycle of trade, was it your belief 
that it had touched bottom and was beginning to rise? 
That was my honest belief. 

You say, “I am a believer in the ple of trade 
eycles, and throughout my business have seen that 
it has been of seven to ten years’ duration.” And this 
is before the prosecution ?—Yes. 

You incline to the view that an upward movement had 
already begun ?—Yes. 

Sir John: I see that in The Times’ someone 
said, Hear, hear,” so it looks as if one of the share- 
holders thought so, too. I hope, Lord Kylsant, you had 
not misled him in any way. (Laughter.)—In no way. 

You have heard the suggestion in cross-examination 
that the accounts published were calculated to lead share- 
holders to think t you had had a good year from the 
— of view of profit and loss? Would you mind 

ing to see who it was who moved the vote of thanks 
to you ?—Sir John Fortescue Flannery, M. P. 

And I see that in moving it he says this, That the 
company was 88 years old, but there were no signs of 
senility, but, on the contrary, there were signs of activity, 
vigour and enterprise, and it was true that they had not 
had a good year from the view of profit and loss. Were 
you there when he said that ?—I was there. 

That doesn't look, does it, as though your published 
rr rs into 

ing that it had been a year ?—I quite agree. 

That is the year 1926. Now take 1927. Is it quite 
clear, Lord Kylsant, now, on the figures that 1927 was a 
better year than 1926 ?—Certainly, yes. 

Did you take that as a further that the wave 
was still on the rise ?—I did. 

Is it not the general experience of anyone who under- 
stands a business, that once you get this cycle of seven, 
eight or nine years, going through a depression, when once 
the rise begins, is it, in your experience, continual In 
my practi 

Passing on to twelve months later to 1928, did you 
hold the view that the improvement was going on ?—I 
did, very firmly. 

The North American apple for that year was con- 
siderably below the normal, therefore shipping was 
smaller than in 1926. It looks as though you had men- 
tioned this in your speech as a warning that a very 
important source of trading had got worse ?—Yes, one 
of the sources. 

Then until this economic blizzard that followed, and 
then the initiation of this prosecution, has it ever been 
Suggested to you that the profits for the ten years we have 
examined were not a fair average Never. 

As I follow there is an average in these cycles and that 
they include some good, some bad, and some moderate 
years ?—Yes. 

We all appreciate the wide experience have had 
of shipping concerns, is this ebb and flow as between 
1918 and 1927 characteristic of the general course of 
British shipping ?—That is so, and ks have been 
published on the whole question of shipping cycles. 

Answering further questions, Lord Kylsant said that 
as he understood the matter he saw no objection to the 
F 

sheet. 


The s ion is that gomsthiog special should have 
been said — it. Do I understand rightly that these items 
which appear as special credits are one and all of them 
of the nature of receipts and distributable receipts Ves. 

No doubt some of them have a history behind them, 
but so far as you know they are distributable receipts ? 


cal experience it always is. 


Distributable. 
From time to time, your would be se 
ships or premises. If you did such a and it 


a profit as you understood the matter, is it a profit for 
the year ?—Yes, the difference between the amount the 
ship had been written down to and the price you for it. 

Had you the slightest intention of any- 
body ?—No. 

In 1926, £270,000 cash was received by the company 
from the Revenue ?—Yes. 

In your view, is that a receipt of the company in the 
year Ce ° 

In addition to that, in that year was there another 
£551,000 which was received from the Government in the 
year by way of constructive repayment ?—Yes. 

And the accounts for 1926 are not settled or drawn up 
until the spring of 1927 7— That is so. 
e 

es. 

As you understood the matter, and understand it now, 
do you know any reason why these sums should not be 
regarded as distributable receipts in the year ?—I know 
of no reason. 

Is that how you did regard them ?—Yes, and we acted 
accordingly. 

In July, 1926, £70,000 was paid by the Revenue to the 
SS eee 
tax ?—Yes. 

As you understand the matter, is that received in the 
year — es. 

It is in the nature of a proper distributable dividend 
ay eee why you should address the 

w any reason you 
. and tell them you had received that 
£70,000 ?—I know of no reason. 

On the other hand, there is one definite transfer from a 
published earmarked fund ?—Yes, £150,000. 


So far as you understand the matter, did you regard 
that as any indication that the adjustment of taxation 
reserve was quite te from the transfer from the 
published reserve ?—Yes. 

You are aware that the adjustment of taxation reserve 
in 1927 consists of two items, one income tax of £120,000 
and the other E.P.D. figure of £232,788 ?—Yes. 

Evidence has been given for the prosecution that the 
E. P. D. figure could not have been ributed sooner ?— 


Yes. 

Are you able to reciate how £232,788, which could 
not be distributed before, could be regarded as a portion 
of the distributable receipts of the year 1927 ?—I cannot. 
It seems natural to me that they should go into the 
ordinary receipts of the year. 

It has been suggested that the credits should be 
specially mentioned. Has anybody ever reproached you 
because did not mention the special debits to the 
shareholders ?—No. 

You in fact never did ?—That I know. 

And whenever, having earned distributable profits, you 
put any portion for the time being aside you make no 
statement to the shareholders, and no one complains ?— 
That is so. 

Have done an more than bring the sums 
back distribute them later on ?—No. 


Mr. Brian MANNING. 

Mr. Brian ing was then called to give evidence 
on behalf of Lord Kylsant. He said he was a Fellow of 
the Institute of Chartered Accountants, and a partner 
of the firm of Messrs. Cole, Bond & Company. 

Mr. Singleton : First of all, will you take in your hand 
Exhibit 105, of which the jury have copies. I think you 
assisted in the preparation of that document which has 
been used in the course of the case and not proved until 
now ?—Yes. 

Witness that that document in one column set 
out the rate of dividend which was paid in each of the 
years from 1911 to 1927. The paper also showed the 
actual dividend that could have bee id in the various 
years, and the figures were correct so far as could be 
ascertained from the books of the company 
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These have been discussed, but after the year 
1914, when £200,000 was taken from the reserve fund, 
there are six years in which there was put to reserve 
from profit and loss EI, 360, 000 in all ?—That is the total 
for the six years. 

Money which, if it had not been put to reserve, would 
have been available for dividend purposes ?—Yes. 

In the result, is the reserve fund in 1927 greater by 
£1,180,000 than it was at the commencement of the 
period ?—That is an addition made out of the profits. 

Apart from that, there was some figure in the reserve 
fund ?—Yes. 

What was it in 1911 ?—£80,000. 

With regard to the insurance fund, in every year since 
1911, apart from 1914, was there an addition to the 
insurance fund ?—Yes. 

It is a free reserve ?—Yes. 

In column 5 of that document, you set out the total 
increase in reserve between 1911 and 1927, which gives 
the figure £2,231,785 ?—Yes. 

And is that figure, so far as you can trace, correct? 


es. 

And then you show the dividends that could have 
been paid ?—Yes. 

And the dividends which were paid in the last few 
years were paid without drawing on these published 
reserves, except for the £150,000 ?—Yes. 

Witness proved two other documents which were 
summaries showing how the figure of £439,213 was 
arrived at in the profit and loss account of 1926 and 
similarly how £697,456 was arrived at in 1927. 

Witness was questioned with regard to a document that 
Lord Kylsant had described as misleading, and he was 
asked: In your view, in arriving at the results year 
by year in connection with that company, does deficit 
in that part of the page express the true position?“ 

Witness replied, In my opinion it does not.” 

Questions were being asked with regard to special 
credits when the Judge asked Counsel if he was likely to be 
lengthy with his examination. Mr. Singleton said there 
were many questions which he must ask, and the Judge 
then adjourned the hearing until Tuesday, July 28th. 


SEVENTH DAY’S PROCEEDINGS. 


Further evidence was given by Mr. Brian O’Donoghue 
Manning, who was questioned with regard to an exhibit 
headed? Statement to show Comparison of actual dividends 
paid with dividends which the company could have paid had 
they utilised for dividends all available profits instead of 
making additions to published reserves.“ Witness was 
also questioned with regard to two other documents. 

Mr. Singleton : Yesterday I asked you some questions 
with reference to exhibit 21. Have you it before you 
again? I want to direct your attention to the items 
described at the bottom of the sheet in which there are 
special credits. Take the year 1921, there are three items 
at the bottom of the column, which are described as 
special credits. I want to ask you, are those items which 
are all received during the year? Ves. 

And in your view, are they properly distributable as 
profits of the year ?—Yes. 9 

In the next year, 1922, there appears amongst special 
credits, E. P. D. £100,000 ?—Yes. 1 6 

Can you tell me the position with regard to E. P. D. 
then ?—The position was that the company had made 
provision in its books for the expected liability for E.P.D. 
over the seven year period. It was ascertained in 1922, 
although not definitely that that provision was excessive, 
and it was decided to take £100,000 as the liability over- 
provided for. 

3 properly, in your view, described as a reserve? 

Why ?—It is not a reserve, it is a provision for liability. 
Accountants describe it as provision for a liability where 
the liability is not actually payable at the moment when 
the entry is made in the books. The provision for E.P.D. 
was a provision for a liability which proved to be excessive 


and therefore it was regarded as a profit for the year and 
distributable as profits for the year. a 

Then with regard to the agreement as to obsolescence 
allowance, that dates from 19227 — es, that was the 
first time any item of that kind arose. 

Counsel then referred to the statement of the Attorney- 
General who had said that he was going to say that the 
E.P.D. figure was a transfer from reserve, and Mr. Single- 
ton asked Is it right to describe either the £550,000 
which appears as special credit in 1926, or any items for 
1923 appearing as special credits, as being transferred 
from reserve? No. 

In your view, they are something which comes to the 
company by way of obsolescence allowance, and not 
reserve at all? — That is so. 

And they are properly treated as income of the company 
for the year in which they are so received? Ves. 

May I endeavour to deal in the same way with the 
point the Attorney-General raised with regard to income 
tax. Have you before you that which became exhibit 
94? Dealing with the year 1926, does the document, 
which you have, show an item of £236,000 odd as at 
January Ist, 1926 ?—Yes. 

I want to deal with items which come in in the year 
1926. There is tax deductions from dividend, £121,237 ? 
—Yes. 

That I understand to be a figure which the Attorney- 
General agrees is something received in the year ?—Yes. 

The Judge: In the two years 1923 and 1924, more 
was taken out of the account in the one year than went 
into the account ?—That is so. 

The Judge: In other years, it seems to be a little 
different in that respect, because substantially in 1926 
and 1927 practically no more went into the accounts, and 
then you get to 1928, when £350,000 went out of the 
accounts, and, so far as I make it out, about £150,000 
came in ?—Yes. May I explain with regard to 1923? 
In that year one starts with a balance on January Ist, 
1923 of £529,000. During that year there was collected 
either from tax deducted from dividend, or repayments, a 
total of £365,000. On the other hand, £190,000 was paid 
in respect of liability, and that would come out of the 
reserve of £529,000 at the beginning of the year. Then 
the reserve at the end of the year 1923 was excessive 
and about £100,000 was taken from it to adjust the 
liability. 

The Judge : About £100,000 more was taken out than 
came in ?—-That is so. 

Counsel: The year I was directing your attention to 
was the year 1926, because it is the 1926 figures which 
affect the first charge. There was taken amongst special 
credits £175,000, the figure which is given on exhibit 21. 

Is the figure, £121,237, a figure which the company 
gets or acquires in the year 1926 ?—Yes. 

The other two figures in that document to which 
reference has been made, I will also go into. One is for 
£5,000 odd ?—That was a claim the company had against. 
the Revenue, and £5,000 was repaid in that year. 


If that is a cash repayment, is it something available 


for the profit and loss account ?—Yes. 

It is something which arises out of the year ?—Yes. 

The figure of £70,000, a Section 34 claim. Will you 
explain that ?—That is a claim arising under Section 34 
of the Income Tax Act which can be made in any year 
when the company have made an adjusted loss. 

When is the claim made ?—The claim for 1925-1926 
would be made during the year 1926. 


And if the claim is made and allowed, should there be 


a definite increase in the amount which is distributable ?— 
Yes. 

It is something which arises and is paid or credited 
during the year ?—Yes. 

Is there any distinction between the £121,000 item at 
the top of the page and the other two items ?—I cannot 
see any. 

The Judge: The £121,000 arises in respect of the 
dividends paid or deducted during the year, and the 
£70,000 is in respect of an over-payment in the previous 
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year. They are both matters which may fairly be 
credited during the year ?—Yes, my Lord. 

Counsel: These three items amount to roughly 
£196,000 ?—Yes. 

As against those items there is a deduction to be made. 
Will you explain that ?—That is an assessment which 
arises because certain excess profits duty repayments 
were made. 

Then with regard to 1926, there is received £196,000 
less £13,000, which makes £183,000, and that was taken 
into the year’s profit and loss account at a figure of 
£175,000 ?—That is so. 

So there is taken in that year, 1926, less than the total 
amount. The fund is higher at the end of the year than 
at the beginning ?—Yes. 

There is no depletion of the reserve ?—No. 

In your view, is the £175,000 in that year properly 
taken into the profit and loss account for the year ?—Yes. 

How are dividends from the subsidiary companies 
when received or paid treated in the accounts generally ? 
Those are credited in the accounts net. In the detailed 
accounts of the company, the income from the subsidiary 
companies is shown as gross. For the purposes of the 
statement on exhibit 21, the income from the investments 
is shown net, and the income tax which had been deducted 
from the dividends before they were received, has been 
shown as a charge. 

The Judge: The Royal Mail Steam Packet gets its 
dividends less income tax ?—Yes. 

Why should not that be shown in exhibit 21 ?—There 
is no reason at all. 

What is shown here is the net amount ?—That is so. 

Counsel: There is one other matter I want to question 
you about, and that has reference to the 1927 account 
of the company. In reference to the matter the Attorney- 
General raised yesterday with regard to the Pacific Steam 
Navigation Company, did you hear yesterday a sugges- 
tion that the Pacific Steam Navigation Company in 1927 
had paid their dividends by £10,000 in cash and half a 
million White Star shares ?—Yes. 

Does that transaction come at all into the 1927 accounts 
of the Royal Mail Steam Packet Company ?—No. It 
takes place in the next year, 1928. 

What is the position with regard to the Pacific dividend 
for the other year, 1927. It does not come into the 1927 
accounts of the Royal Mail ?—The dividend which was 
declared by the Pacific was credited in the books of the 
Royal Mail on June 13th, 1928. 

After the 1927 accounts had been passed and everything 
had gone through ?—Yes. 

The Judge: And was the purchase of White Star 
in June, 1928 ?—No, in December, 1928. 

Witness was then questioned by Sir Patrick Hastings 
on behalf of Mr. Morland. 

Have you gone through the facts and figures in this 
case ?—Yes. 

Have you been in Court throughout the hearing of 
this case ?—Yes. 

Did you hear some questions put to Lord Plender ?— 
Yes. 

In your view, are the words which are used in this 
case, adjustment of taxation reserves words usually 
used by accountants ?—Yes. 

And having regard to the facts as they have been 
elicited in this case, in your view were they appropriate 
words for Mr. Morland to have used in 1926 and 1927 ?— 
In my opinion they were. 

Just this final question. Supposing you had been the 
auditor of the Royal Mail Steam Packet Company in 1926 
and 1927, would you have signed these accounts as Mr. 
Morland did ? 

The Judge : Before the witness answers that question, 
do you object, Mr. Pritt ? 

Mr. Pritt: I would rather not. 

Sir Patrick Hastings then put the question again, and 
witness replied ** I should.” 

Cross-examined by Mr. Pritt, witness said that the 
chairman of the company sometimes looked at the accounts 
from a different point of view from the accountant. 


With regard to the Pacific Steam Navigation trans- 
action I don’t suggest that there was anything improper 
done. What actually happened was that in 1926 a divid- 
end of £60,000 in the accounts of the Royal Mail Steam 
Packet came into credit ?—Yes. 

And that was in fact the 1925 dividend ?—Yes, in 
respect of 1925. 

And then in 1927 the £60,000 again came in, but that 
was the dividend in respect of 1926 ?—Yes. 

Now with regard to this exhibit 21, you will remember 
that Lord Kylsant has described it as grossly misleading, 
and you have described it as misleading ?—Yes. 

Is this a document prepared by the chief accountant. 
of the Royal Mail Steam Packet Company ?—I under- 
stand so. 

Prepared in about 1923 as from 1920 and kept up to 
date since then, and not intended for circulation to the 
public ?7—I understand that this was a document which 
the Chief Accountant kept himself for memorandum 
purposes. 

The Judge: I don’t remember Mr. Cason being chal- 
lenged as to the accuracy of the document. 

Mr. Pritt: It was never suggested to him that it was 
misleading at all. 

Counsel: You drew attention to the fact that special 
debits shown were brought in before the surplus or deficit 
was calculated ?—I did not mention that as my ground of 
objection. I said it was an element. 

‘The matters which you challenge are all plain for a 
man to see. Any accountant would see them at once ?— 
Anybody could see them. 

The special debits at the bottom of the page would not 
affect the figures for 1926 or 1927 ?—No. 

With regard to 1924 and generally, were the special 
debits and credits the things which did not bear on the 
current earnings in the year ?—If you mean the operating 
accounts of the company, then that is so. 

With regard to the document you have assisted to pre- 
pare showing that if the R.M.S.P. in the years prior to 
1926 and 1927 had been minded to declare larger dividends 
could have done so, that is from a book-keeping position ? 
—Yes. 

Before a company declares a dividend, it considers its 
book-keeping position, but also its cash position ?—Yes. 

The actual cash available is an important matter ?—Yes. 

Have you examined the cash position at the time ?—No. 

It would, in fact, be a very difficult task now ?—It 
would involve a very detailed examination. 

You are unable to say that the company’s cash position 
would have enabled them to pay these dividends ?—It 
does not mean that there must be a cash balance when a 
dividend is declared. 

The Judge : Whatever your assets were, you might be 
brought down, simply for want of cash? es, it frequently 
happens that when a large profit has been made there is 
no cash to pay the dividend. 

If the cash position would justify 5 per cent. and the 
company determined to pay 12 per cent., they would 
have either to borrow money or to realise some assets to 
produce the cash ?—That might be so if a company is 
earning profits year by year. They must at some time 
or other take the form of liquid assets if profits have been 
earned. They are always represented by current assets. 
which are available for distribution. 

Counsel: Dealing with the E.P.D. you told Counsel 
that you did not regard, in the circumstances of this case, 
the various sums laid aside as a reserve, but as a provision 
for a liability ?—That is so. 

Many accountants would call it a reserve ?—Yes. 

Do you know many accountants do call it a reserve? 
Yes. 

And do you know that in some of the books of this 
company it is described as E.P.D. reserve ?—Yes. 

You would never say that any of your professional 
colleagues were wrong when they do so describe it ?—The 
facts are the real thing. 

As soon as it was proved that the total sums of reserve 
were excessive, the amount would be regarded as income 
for the year ?—Yes. 
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Anyone would say it had been earned in the year ?—In 
my view the reserve became income for the year when it 

was no longer required. 

And the fact that £100,000 comes in in that way makes 
the company £100,000 richer than it might have been, but 
leaves the company’s earning capacity exactly where it 
was ?—I don’t know that I follow that question. 

The earning capacity is not greater because someone 
has paid the £100,000 which was owing ? No. 

Replying to further questions, the witness said that 
after the war it was difficult to ascertain facts with regard 
to obsolescence allowance, and Mr. Pritt suggested that 
accountants were “ flirting ” with it. 

The witness pointed out that the obsolescence allow- 
ance did not arise out of any statutory obligation, and the 
Judge added that he understood it was the benevolent 
intention of certain words in an Act of Parliament. 

Mr. Pritt: Benevolence could be stimulated by 
argument. 

Witness: One naturally does one’s best. (Laughter.) 

Mr. Pritt suggested that whoever included in the com- 
pany’s accounts the words Adjustment of taxation 
reserves“ was referring to the surplus of the reserves, 
and the witness was understood to agree. 

If you were faced with the task of preparing a profit and 
loss account for the year ended December 31st, 1927, 
for the Royal Mail Steam Packet Company, and you were 
desirous of indicating that there had been an adjustment, 
you would have searched to try and find another word 
for Reserves,” as in your opinion they should not be 
called reserves ?—I should have had regard to current 
vocabulary. You must use a word that is understood. 

You would have said Reserves ? -I should. 

The Judge said he understood that the company 
actually paid over to the Treasury about £1,200,000 in 
direct taxation, and got back about £1,000,000. Part 
of the amount was dealt with by constructive repayments, 
and therefore did not come into any cash account. 

The witness agreed that that was correct. 

The Judge: The proper liability for E.P.D., as it 
turned out, was about £1,700,000, and they knocked off 
£1,400,000 for obsolescence and deferred repairs. All the 
Treasury eventually got was about £340,000. 

Mr. Pritt asked the witness if it was correct, as sug- 
gested that all the money contributed by the company 
to the Government in respect of E.P.D. was £340,000, 
and the answer was in the affirmative. That figure 
included the obsolescence allowance. 

The Judge: The obsolescence allowance really arises 
as an allowance from the E.P.D. ? 

Witness: That was the convenient way of making the 
allowance. It was intended that an allowance should be 
made, and that was the more convenient way, instead of 
it being a new form of account. 

The Judge: That was how it was done, whatever the 
reason. 

Mr. Pritt: If you are having a reserve fund, into which 
payments are coming every year, and at the same time 
you are making payments out of that reserve fund from 
time to time, is it true to say that you are drawing on your 
reserves, even if, at the end of the year, the reservoir 
was fuller than it was at the beginning ? 

His Lordship said he thought that was a matter for 
argument, and went on to say that he thought there was 

danger of confusion if they troubled too much about words. 

In re-examination, Sir John Simon called attention to 
some figures relating to the year 1924, and said there were 
special debits which might be regarded as non-recurring 
items. There was, for instance, £70,000 lost on the sale 
of a ship and the cancellation of a contract. 

The Judge remarked that it possibly would have been 
better to have separated the special debits and special 
credits in the document referred to by Counsel and then 
have set one off against the other, and taken the balance. 

Witness : I think so, and it should all be included in one 
statement. 

Sir John Simon : Every figure is right, but the document 
should not be looked at from another angle, and be mis- 
leading. He added that he had understood the witness to 


say that there was a distinction between income from 
subsidiaries and the way in which the matter was regarded 
when it came to pay dividends out. Supposing the Royal 
Mail Steam Packet Company only had one subsidiary, 
which declared a dividend requiring £100. After deducting 
income tax, the amount handed over by the subsidiary 
would only be £80. The Royal Mail Steam Packet 
Company would then consider what it should distribute 
to its own shareholders. He asked whether it could 
distribute to its shareholders the gross sum of £100, 
which the subsidiary had declared as a dividend, and the 
witness replied in the affirmative. 

Because, when it declares a dividend of £100, there 
would be a special credit of £20 ?—Yes. 

The Judge: You could distribute £100 nominally, 
but pay £80 and credit the company with £20 ?—That 
is so. 

Sir John Simon: What I am calling attention to is the 
special credit, income tax reserve. That reserve is, as a 
matter of fact, to a large extent, made up on my illustra- 
tion of the £20. 

The witness said he might illustrate the matter in con- 
nection with the year 1924. In that year, with tax at 
4s. 6d. in the £, there was a figure of £404,000 as income 
from investments. 

The Judge: It would be £100,000 more ?—It would be 
£117,000 more. The figure would be £5:°1,642. We 
should then have a surplus instead of a deficit. 

Sir John Simon: The way this company kept its income 
tax reserve account was to bring a gross figure on one 
side, and to put the net deduction on the other side ?—Yes. 

You could equally do it by keeping a record of the net 
amount you receive ?—Yes. 

Sir John Simon next referred to the provision for E.P.D. 
by the company between 1915 and 1921. The total 
provision was £2,260,000. It turned out in the end that 
there was an over-provision which the witness stated 
amounted to £491,478. 

Because of the excess profits duty, apart altogether from 
obsolescence, the final liability was the difference between 
those figures ?—Yes. 

It was £1,700,000 ?—Yes. 

Was part of that paid to the Revenue in cash by the 
company and part of it constructively paid as a set off ?— 
Yes. 

The Judge said that in 1926 the amount had not been 
fixed, but about half a million was then dealt with. 

Sir John Simon said the total actually paid to the 
Revenue for excess profits duty was £1,148,000. The 
amount which was constructively paid was £551,000. 

The Judge: It is impossible to get the exact figures, 
as there were many minor adjustments, but substantially 
the figures are right. 

Sir John Simon: That is dealing with the E.P.D. 
alone ?—Yes. 

Let us suppose a company that never made any excess 
profits at all. Would it still, if it was a shipping company, 
have been entitled to obsolescence allowance ?—I imagine 
it would. 

Sir John Simon: The payment by the Government of 
obsolescence allowance to a company would not depend 
upon whether they were making excess profits or not. 

The Judge: No, it was all done under that section of 
the Act. I had forgotten. 

Sir John Simon said that the shipping companies 
who had not paid any E.P.D. could get the obsolescence 
allowance. The obsolescence payments did not arise out 
of any payments made by a shipping company to the 


He added that the obsolescence allowance came to 
£1,190,000, and the deferred repairs allowance to £238,000, 
or a total of EI, 428,000. In 1921, £300,000 was written 
off investments. In 1922 there was a credit to profit 
and loss account of £100,000. That made a total of 
£400,000, and nearly exhausted the excess provision for 
E. P. D. In 1923, £250,000 in cash was paid by the 
Government to the company, and £100,000 was taken 
to the profit and loss account. In 1924, £390,000 was 


paid by the Government to the company, and £330,000 


Government, but came under an independent head. 
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was brought to the profit and loss account. In 1925, 
there was no further cash received, but the deferred repairs 
claims occurred, and £300,000 was taken to the profit 
and loss account. In 1926, £270,000 was repaid by the 
Government to the company for obsolescence allowance, 
and £550,000 was carried to the profit and loss account. 
In 1927, the final payment was made by the Government, 
the whole thing was settled, and £232,000 was brought 
to the profit and loss account.” The witness said that 
was a correct statement of the position. 

Sir John Simon further stated that in the first of the 
years to which he had just referred, there was a transfer 
of £400,000 to the profit and loss account, and that 
amount was in substance, the over-provision for E.P.D. 
But after that, for nearly every year, what Ws taken 
to the profit and loss account was a receipt from the 
Government. He asked the witness: In your experi- 
ence, do accountants in practice, in making or approving 
profit and loss accounts for the year, distinguish between 
what have been called non-recurring items and recurring 
items? -The witness replied No.” 

When you are dealing with an enterprise of this sort, 
with all the subsidiaries and ramifications, and in the light 
of your examination of the books of this company, do what 
are called exceptional items occur seldom or frequently? 
They occur frequently. 

There is the sale of a ship, declaration of a bonus, and 
such things. Exceptional items in a great enterprise 
of this sort cease really to the exceptional ?—That is so. 

In your opinion, after investigating the accounts very 
closely, is there anything misleading in not labelling non- 
recurring items and not disclosing them No. 

The Attorney-General at an early stage of the case, said 
If you take the year 1921 and two and a quarter millions 
as being the sum total of the taxation reserves, do you find 
that at the end of the year 1927 the sum total is £329,000.” 
If that statement is intended to mean a drawing of the 
two and a quarter millions to feed profit and loss accounts, 
is that what the accounts show ?—No. 

The Judge: The company paid over to the Govern- 
ment £1,100,000, and they kept £1,000,000 in reserve. 
That would not be earmarked, I suppose. They never 
paid that million over at all, but they kept it. The other 
million they paid over. They got back in repayments 
from the Government about £1,000,000. They got in 
actual repayments from the Government about £1,000,000, 
and in constructive repayments, about another £600,600. 
They really got more than they actually paid over, except 
that the constructive repayments were to represent 
something which they ought to have paid over and did 
not pay over. What happened to the one million which 
they kept in their books originally? They put to the 
E.P.D. account £2,260,000, and they got back in cash 
about £1,000,000. Therefore that leaves about another 
million unaccounted for. We know that £400,000 of 
that they dealt with in 1921 and 1922—there was a 
sum of £300,000 written off, and £100,000 to profit and 
loss account. What about the other £600,000, was that 
dealt with in the constructive repayments ? 

The witness replied that the figure of £2,260,000 was 
the original provision and it was not an actual liability. 

The Judge: I was only wondering how it was dealt 
with in the accounts. 

Sir John Simon: Was not duty paid and the liability 
discharged ? 

Witness: The liability for the total E.P.D. was dis- 
charged, and £400,000 went through the books as a debit 
on the E.P.D. against the item on the credit side of 
£2,260,000. 

The Judge: Would the £600,000, which makes the 
difference, be the subject of the constructive settlement ? 

Witness : I do not think so. 

Sir John Simon: You say that the original provision 
for E. P. D. turned out to be larger than was necessary? 
Yes. 

But the rest of it, I apprehend, was used in paying 
duty ?—Yes. 


The Judge: I was wondering, as a matter of book- 
keeping, how it was dealt with. 

Witness : Payments that are made to the Revenue of 
£1,110,000, would be debited to the E.P.D. account, as 
also would be the £551,000 constructively repaid. 

The Judge: That is what I was trying to suggest. I 
was trying to make the figures fit in. 

Sir John Simon referred to the first hearing of the case, 
when the Attorney-General, speaking of the year 1926, 
said You only get that balance by bringing into the year 
£750,000, which in no way ought to appear here at all.” 
He asked the witness, as an accountant, whether he 
regarded the £750,000 as money which ought not to appear 
in 1926, and he replied ** No.“ 

The War contingency reserve ; what was that, and when 
was it made ?—There was a provision made in 1915 and 
subsequent years by the company, because it was antici- 
pated that certain of the company’s officers who were 
serving in the Navy would eventually claim on the 
company for the difference between their naval pay and 
the pay which would be made by the company. 

a Judge : And then it was found it was not necessary ? 
—Yes. 

Sir John Simon: What was the year in which it was 
ascertained that the Government was going to foot the 
whole bill ?—In the year 1922. 

On being discovered in 1922, that it was not really 
needed to set aside the money, from an accountant’s 
point of view, does it become then available for distri- 
bution ?—Yes. 

When it was set aside, it would be out of undistributed 
profits ?—Oh, yes. 

All these special items are undistributed profits ?—Yes, 

Until they are distributed ?—Yes. 

With regard to the special depreciation or compensation 
fund of £440,000, what was that ?—It arose really under 
three headings. The first heading was in 1919, when 
about £1,000,000 was received from the Government, as 
underwriters in respect of ships which were lost by the 
company. The second heading was a provision made out 
of profits in 1917, for special repair work, which was to be 
carried out later. 

What was the amount of that ?—£218,000. And then, 
in 1919 and 1920, there was a profit on the sale of ships of 
£387,000. That made a total of about £1,600,000, and 
that was disposed of in 1920, first of all by writing down 
the ships by £1,152,000. 

Is that the £1,152,000 which has been referred to, as 
being a depreciation over and above the regular 5 per 
cent. ?—That is so. 

That may be taken to be substantially the first item 
of £1,000,000 received in respect of ships lost. In 1922 
the provision for special repair work was no longer re- 
quired, as it had, on the whole, been carried out and 
charged substantially against voyage accounts. 

Paid for out of trading receipts in the voyages ?—Yes, 
and the profits on the sale of ships again was an item of 
income of the company, and the total amount credited to 
the profit and loss account was the balance of that amount, 
making £444,000. 

That is the amount which you find in 1922 ?—Yes. 

And as it was the year in which it was ascertained, it 
was the year in which it was available for distribution? 
Yes. : 

When the case was opened, the impression seemed to 
exist that these sums were reserves built up during the 
war. I gather that £1,000,000 comes from the Govern- 
ment after the war is over ?—Yes. 

And another £400,000 from the sale of ships in 1920 ?— 
Yes. 

Would it be your view that this was a sum which was 
built up during the war ?—No. 

The witness’s evidence was concluded, and addressing 
the Judge, Sir John Simon said that Sir Patrick Hastings 
was calling other accountants, to give evidence. It was 
thought convenient not to duplicate any evidence. Under 
the circumstances, no further evidence would be called on 
behalf of Lord Kylsant. 
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Sin Patrick Hastincs’ ADDREssS. 

Sir Patrick Hastings then addressed the jury on behalf 
of Mr. Morland. He pointed out that the case had lasted 
for some days, and that was the first time that any Counsel 
representing Mr. Morland had had any opportunity of 
saying a single word on behalf of that gentleman. It was 
right, in a case of that sort, that one should speak without 
heat. They should speak calmly. He trusted, if he did 
not address the jury for hours, and because he had not 
thought it right to trouble them with any further investiga- 
tion into exhibits or other matters, that they would 
realise that that was not because he was not anxious to 
put before them at the earliest possible moment the 
matters on which he now proposed to speak. It had been 
rightly said that it was bad advocacy to put one’s case 
too high. There were, however, no heights to which he 
could put his case which could be too high. In the 
whole of the proceedings up to that point he had only 
asked about a half a dozen questions. The jury might 
not have seen the relevancy of that. The questions he 
had put to witnesses, however, were vital. Those ques- 
tions led to the answers which he knew must be given. 
They were answers which put Mr. Morland back into the 
position in the eyes of all who read them that he enjoyed 
before May of the present year. Mr. Morland’s defence 
was not concerned with the examination of any document 
except the one in respect of which he was charged. Counsel 
desired the jury to consider with him the position of his 
client, who was now sitting in a place intended for thieves, 
cheats, people who robbed their fellow citizens out of 
their money or their goods. He was going to ask the 
jury to consider whether Mr. Morland was a man who 
was properly in the dock. 

I want to tell you,” proceeded Sir Patrick Hastings, 
who my client is. Until May of this year Mr. Harold 
John Morland occupied a position in the world of which 
any man might have been proud. There is no man in 
the City of London who occupied a higher or more re- 
sponsible position than he did. He was a member of a 
firm of Chartered Accountants—Messrs. Price, Water- 
house & Co.—a firm, I suppose, whose name and reputa- 
tion are known wherever the English language is spoken. 
Mr. Morland was a partner, an honoured partner, and a 
respected partner in that firm, and was honoured and 
respected by every professional man in the City who 
knew him. For many years he had been the nominal 
auditor of the Royal Mail Steam Packet Company, and I 
use the word nominal for a reason. You appreciate, 
by this time, that it was Messrs. Price, Waterhouse & Co., 
whose clerks audited the books of this company. It was 
the habit, and I think the requirement of the Royal Mail 
Steamship Company, that an individual should appear 
as auditor. The clerks were not the clerks of Mr. Morland, 
but the clerks of Messrs. Price, Waterhouse & Co. 

Mr. Morland for years audited this series of accounts. 
The Royal Mail meant no more to Messrs. Price, Water- 
house & Co. than hundreds of thousands of other big 
companies and banks. The accounts of those other 
companies and banks are audited in exactly the same way 
by exactly the same firm. Some question was raised 
about the remuneration the firm received. It was a fee 
of four hundred guineas a year. If it interests you to 
know what money as a partner Mr. Morland received 
from the audit of the books of the Royal Mail Steamship 
Company, you can be told. It is something in the 
neighbourhood of £20 per year. That is all. When 
you see a man standing in the dock, you cannot help 
asking yourself the reason. You cannot help asking 
yourself what he has tried to get for himself. Men do 
not stand in the dock who have no interest one way or 
another in the events which are supposed to have been the 
basis of their crime. You will ask yourselves, no doubt, 
Did Mr. Morland own a share in the Royal Mail Steam 
Packet Company; did he ever buy a share, and did he 
ever sell a share. Did it matter to him personally whether 
they made a million in a year or not.’ It mattered not at 
all. His only and his sole interest in this case in the last 
twenty years has been to do his duty as an auditor. What 


year the accounts of the Royal Mail Steam Packet Com- 
pany were prepared by the Accountants’ Department 
of the Royal Mail Company. The accuracy of the figures 
was checked by the clerks from Messrs. Price, Water- 
house & Co., and then, when they were finished, and every- 
thing was done, they went to the Board of the Royal 
Mail Company.” 

We are not living, even to-day, in the world of Alice 
in Wonderland.’ I decline even to consider the pro- 
position that the Board of the Royal Mail Steam Packet 
Company do not know what was the financial position 
of this company, from year to year. Look at the names 
of the members of the Board. I care nothing for the fact 
that they are names which are everywhere known as 
those of honest men. Amongst them is the name of a 
man who, if things had been a little different, might have 
been standing here in this row, where we (Counsel) are. 
He is one of the greatest commercial lawyers practising 
to-day. Is anyone going to tell me that that gentleman 
was unaware of the financial position of the Royal Mail ? 
I care not, whether it be so or not. Mr. Morland was the 
auditor. You must know that every auditor looks to see 
who his Board is. If it consists of people of poor reputa- 
tion, suspicion might be present in his mind. Is anyone 
going to tell me in this Court that Mr. Morland must have 
thought that members of the Board of the company did 
not know, month by month, and year by year, the exact 
position financially of this company?“ 

Counsel went on to state that the accounts were pre- 
pared by the officials of the Royal Mail Steam Packet 
Company, and then went before the members of the 
Board to be examined. Those accounts never came 
before Mr. Morland until they had been placed before the 
Court of Directors of the company. It was suggested in 
that case, in the wording of the summons and the indict- 
ment, that Mr. Morland in some way aided and abetted 
Lord Kylsant to do something. The members of the jury 
would hear that never once in all the years did Mr. 
Morland ever speak to Lord Kylsant about the accounts. 
Mr. Morland was no more guided by another person’s 
view than he would be by the view of the office boy. 
The accounts, as he believed and knew, were those of the 
directors of the Royal Mail Company, and they were 
sent to him. 

There was an exhibit in the case which was numbered 
21,“ and it would probably hang over the brains of the 
jury for 21 years. Mr. Morland knew who the directors 
of the Royal Mail were. He thought at the time, and 
still believed that they acted properly, and his views in 
that direction would be confirmed by the highest au- 
thorities in the land. Those authorities would say that 
they acted properly. Those authorities would tell the 
jury that the right and proper wording was used and 
that amounts were rightly and properly utilised to pay 
dividends. Year after year Mr. Morland’s duty was to 
take in his hand a printed document and see whether the 
balances were right, whether the assets were right, the 
liabilities right, and whether the sums transferred in the 


year were sums which could be properly transferred and 


were sums out of which dividends could properly be paid. 
That went on until the year 1925. In 1925 Mr. Morland 
did a thing which apparently to most auditors was even 
in excess of the strict requirements of his duty. Mr. 
Morland was even more punctilious than some seemed to 
think was necessary. He came to the view, and many 
auditors would not have done so, that a time had arrived 
when he ought to give to the company and its share- 
holders an indication that amounts were being drawn 


upon or utilised for the purpose of paying the dividend. | 


He never consulted a soul, or asked Lord Kylsant to 
choose the form of the words. The jury would remember 
that something was said about the use of the words and 
the selection of the phrase. The words utilised ‘* Adjust- 
ment of taxation reserves“ were words which Counsel 
might almost say were hallowed by usage. When Lord 
Plender was in the box, he (Sir Patrick Hastings) had 
bundles of profit and loss accounts, which had been audited 
by practically every firm of accountants, and, if necessary, 


was it? Ina sentence I will tell you what it was. Every 


the jury could examine them, “ and find in every one 
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the expression in slightly different form ‘ Adjustment of 
taxation reserves.’ 

Sir Patrick Hastings pointed out the Crown had to 
prove the case against the defendants. When Lord 
Plender was in the witness-box, he asked Is the expres- 
sion Adjustment of taxation reserves’ an expression 
commonly used by auditors,” and the answer was Yes.” 
He also asked what the expression was used to indicate by 
accountants, and the reply was that it was used to indicate 
that there had been transfers from reserve. In other 
words, the expression was, not uncommonly used, but 
commonly used by accountants to indicate the very 
thing that had happened in that case. He also asked 
whether the words applied to cases where the transfers or 
allocations were small or very large. Lord Plender's 
answer was that the words might be applied, whether the 
transfers were large or small. I said to Lord Plender,“ 
proceeded Counsel, Will you take in your hands this 
balance sheet? What would you understand by the 
phrase Including dividends on allied and other companies 
and adjustment of taxation reserves?’ He said, I 
should understand that in order to arrive at this figure 
there were transfers from reserves, which might be large, 
or might be small.“ They gave to the shareholders every 
opportunity, if they desired to know, and if they thought 
that they no longer trusted their Board, the opportunity 
of asking, if they did not know. Those are the very 
words Mr. Morland chose, without any suggestion or 
conference with Lord Kylsant, or any of the directors. 
Mr. Morland took upon himself the responsibility of 
taking accounts which had been passed by, amongst other 
people, a gentleman who was implicitly trusted by every 
member of the Bar. Mr. Morland said he wanted the 
additional words put in. He thought it was right that 
they should go in, and they went in. That was why he 
was in the dock. There was nothing else at all. There 
was no further charge against Mr. Morland. Counsel 
remarked that he had done his best to listen, and had had 
enough time, to try and ascertain if there was anything 
else against Mr. Morland. 

In 1927 there came a time when Lord Plender was 
asked to inquire into the affairs of the company for a 
purpose quite unconnected with anything being considered 
in that Court. A matter which he, personally, would 
never cease to regret was that Lord Plender did not 
investigate matters for himself. He had not the time, and 
another gentleman was called in to make the inquiries. 
There were great men in all professions. Some of those 
at the Bar might occasionally have to inquire into the 
affairs of one of their brethren. There might be reasons 
for secrecy, and if there was anything that required 
explanation they might go to the man concerned. One 
of two things had happened in that case, and he hoped 
the jury would be as charitable as he was. One view was, 
Sir William McLintock in looking into matters and making 
a report, saw nothing which even required an explanation. 
In that case it was only right and proper he should ask 
Mr. Morland nothing. Counsel could not believe there 
was another alternative. He could not believe Sir William 
McLintock ever thought Mr. Morland had committed 
even a slight error. He did not say so. If he did think 
so, and did not ask Mr. Morland’s explanation, he must 
have had many sleepless nights, since the day the summons 
in the case was issued. Mr. Morland knew nothing until 
May 13th, when a criminal summons was served. Pre- 
viously he had not heard a word which suggested he had 
done anything wrong. He had to appear at the Guildhall 
to answer a crime, a charge under the Larceny Act. A 
letter was written to the Director of Public Prosecutions. 
He was not complaining, but the reply was that Mr. Mor- 
land would have to wait to hear the facts until the case 
was opened against him by the Crown. 

If a member of the Bar found himself in some trouble, he 
had always a gentleman who, during his term of office, 
was the head of the profession. Men who were in trouble 
could go to the Attorney-General, and ask for guidance 
and help. He understood that in Mr. Morland’s pro- 
fession, there were two courses open to a man. He could 
either go to the President of the Institute of Chartered 


Accountants, or the President of the Society of Incor- 
porated Accountants. Those two gentlemen were the 
heads of their profession, chosen not because they were 
better than anyone else, but were selected just as Lord 
Plender was for many years. Mr. Morland went to both 
the head of the Institute of Chartered Accountants, and 
of the Society of Incorporated Accountants. Those two 
gentlemen were respectively Mr. Hill and Mr. Morgan. 
It would be impossible to pay a high enough tribute to 
Mr. Morgan for the hours that he had taken in trying his 
best to see the rights and wrongs of that case. Both 
those gentlemen would go into the witness-box. They 
were the heads of the profession, and were giving evidence 
in what they considered to be the interests of justice and 
fair play, and would state that Mr. Morland had done 
nothing wrong so far as they knew. Those gentlemen 
could do no more. 

During that case the jury had heard a great deal of 
repetition. Counsel remarked that he was afraid he would 
be guilty of the same offence. He was going to do a 
thing which he imagined had never been done before. He 
would call the two witnesses for the defence to prove 
exactly the evidence which the prosecution had proved. 
Those gentlemen would say exactly the same as Lord 
Plender had stated. He would ask Mr. Morgan and 
others whether they would have signed the balance sheet 
in 1927, and the jury would hear that they would have 
done the same as Mr. Morland. If it was necessary to 
prosecute men like Mr. Morland, then a very large building 
would have to be obtained to try accountants. The 
accountants he proposed to call would have signed the 
accounts of the company in 1926 and 1927. No defence 
was put forward, until the case reached the Central 
Criminal Court. Counsel in the case wanted to hear 
what was being said against the defendants. The jury 
naturally wanted to see what offence Mr. Morland had 
been guilty of, and Lord Plender had been called, who 
said in terms that Mr. Morland had done nothing wrong. 
Sir William McLintock knew the case from A to Z, and 
if there was anything in the facts of the case which made 
Lord Plender’s observation inapplicable to Mr. Morland, 
that witness could have been examined. No question 
on that matter was, however, addressed to him. Other 
accountants were also called by the Crown, and not one of 
them had ever said a single word criticising in any way 
the conduct of Mr. Morland. 

The previous day the Attorney-General had referred to 
the quotation of the shares of the company, following the 
issue of the balance sheets in question, and had asked if a 
panic would have been caused if the facts had been known. 
It was also pointed out that in 1928 the phrase on the 
balance sheet was altered to After crediting income tax 
reserves not required.“ The phrase was altered because 
at that time there was nothing but income tax, and it was 
impossible to find a clearer word that could be used. 
Although there was that alteration in the accounts in 
1928, there was no panic. The price of the shares, before 
and after the publication of the balance sheet in 1928 
remained steady over the period from 69 to 69}. In 
other words, the right words were used in 1928, and there 
was no panic. 

The Royal Mail Steam Packet Company had suffered 
as every company in the world had suffered, not from 
bad management, but from the depression existing through- 
out the world. If Mr. Morland had done what had been 
suggested, he could have ruined every member of the 
company in 1921. If he had said to them in the year 1921 
that the position of the company was magnificent, and 
that it had endless reserves of millions of pounds, but that 
it was living on its fat,“ what would have been the 
result? The biggest shipping company in the world 
would have been ruined. Was the Attorney-General 
saying that the duty of Messrs. Price, Waterhouse & Co., 
people who knew their duty, was to go in the face of a 
distinguished and learned board of directors, and say 
their duty was simply to ignore them, and do something 
which would wreck the company? If such an attitude 
was followed, the great joint stock companies of this 
country would be no more. They all knew the tendencies 
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of English finance. They knew that the big joint stock 
banks, all rightly, had large secret reserves. In a year 
a dividend of 18 per cent. or 19 per cent. might be paid, 
but there might be a time when there was a big financial 
disaster in the City, such as took place not very many years 
ago, when the gentleman who was responsible for it stood 
where Mr. Morland was now standing. Some of the banks 
lost very heavily. Supposing the auditor had said, 
* Don’t put that right out of your reserves, but go to the 
shareholders of this big joint stock bank and say you have 
lost a million pounds.” Did the jury think that would 
have been a good thing for the credit of this country ? 
Was it to be imagined that any auditor in the world 
could do anything like that ? 

Mr. Morland would say that if he were now back in 
1927, he would act as he acted at that time. That the 
words used in connection with the balance sheet were 
understood, Counsel proved by quoting from the Statist 
in May, 1928. That paper said Evidently the accounts 
for the past two years, 1926 and 1927, include certain 
undisclosed taxation credits.” That was what the balance 
sheet said, and what it was meant to convey. “I am 
going to appeal to the Law Officer of the Crown,” said 
Sir Patrick Hastings, to consider even now whether it is 
right for another hour that Mr. Morland should be allowed 
to continue in the dock. At any moment you (the jury) 
have it in your power to say that there is no case against 
him. At any moment if you think fit, you can say that. 
For a man to be acquitted is a great thing. For a man 
not to have to go to the end of the trial is a thing he will 
remember with gratitude to the end of his life. What 
you have to consider is the evidence, and whether it is right 
that he should remain any longer in the dock. Crime 
ought to be punished; carelessness might in another 
Court be the subject of condemnation. But neither the 
one nor the other in this case is even indicated. When 
you have heard Mr. Morland’s view, and, if you think fit, 
the other gentlemen I am going to call, you will say that 
there has never been one word of complaint which would 
be urged against Mr. Morland’s honesty, capability and 
business integrity.” 


Mr. H. J. Morvanp. 

Mr. Harold John Morland then went into the witness 
box to give evidence, and affirmed as a Quaker. He was 
examined by Sir Patrick Hastings, and said he was a 
Fellow of the Institute of Chartered Accountants, and had 
been a partner in the firm of Messrs. Price, Waterhouse 
and Co. since 1907. He had a Cambridge University 
Degree, and was a Wrangler there in 1898. He was 
appointed auditor of the Royal Mail Company about 
May, 1919, and audited the 1918 and later accounts. 
Although he was the auditor and signed the accounts, 
the clerks who assisted him were employees of Messrs. 
Price, Waterhouse. The three or four hundred guineas 
went to the firm in the ordinary course, and he received 
his share as a partner. It worked out at about £20 a 
year after he had paid taxation. 

Sir Patrick Hastings : Did you ever have any discussion 
with your co-defendant, Lord Kylsant, upon any of these 
accounts ?—No. 

We have heard about the way in which they were 
prepared in the office, and were then placed before the 
Board, and then come to you afterwards ?—That was so. 

Whatever the facts may be, did it ever enter into your 
mind that that Board of Directors was not as fully con- 
versant with the financial position of the Royal Mail 
as was Lord Kylsant ?—I did not know anything about 
the position of the other members of the Board. 

Did it ever occur to you, or did anyone ever suggest 
to you, that Lord Kylsant was the only person who knew 
the facts ?—Oh, no. 

Up to the year 1925, in your opinion were the matters 
which were brought into the profit and loss account 
matters proper to be brought in ?—Yes. 

So far as the subsidiary companies were concerned, 
of course, they had their own auditors Ves. 

And the accounts came to you after audit by the other 


Did you yourself require to be inserted in the profit and 
loss account for the year 1925, the words adjustment. 
of taxation reserves? — The words were suggested by me. 

Why did you select that phrase ?—I thought it was the 
best phrase to use ; it was a phrase in common use, and 
to my mind it expressed exactly what I wanted to express. 

Had you any sinister motive at all in selecting that 
phrase ?—I selected it simply because I thought it gave 
the information that ought to be given. 

In the years 1926 and 1927, did you use precisely the 
same phrase ?—The same words. The words were in 
when the accounts came to me for audit, because they had 
been copied from the accounts of the year before. 

And in respect of those two years, in your opinion at 
that time and now, were the proper matters brought into 
the profit and loss account ?—Yes. 

Did you at any time consider that you were guilty of 
any lack of duty in certifying those accounts ?—No. 

Do you know now in what respect you have acted 
improperly, if you have ?—I have not really heard any 
suggestion to that effect. 

We know that Sir William McLintock, at a later stage, 
was asked to investigate the accounts. Did he ever ask 
you for any information, or make any inquiry of you as 
to what you did ?—He never came to me. His clerks 
and mine were in communication with regard to some 
figures. 

Did they give him any information he required Ves, 
we put all our papers at his disposal. 

Did he ask you for information or suggest that anything 
you had done was improper ?—I never met him until I 
saw him at the Guildhall. 

Do you know what it is suggested you have done wrong ? 
—I do not; I have been very much puzzled. 

Did you ever have any intention to deceive any living 
soul ?—None whatever. 

It was suggested by Mr. Cason that at some time he 
told you that he did not much like one of the items about 
the bonus, and he said that he thought he understood you 
to say that neither did you. Did you ever make such a 
statement to Mr. Cason ?—I can remember the interview 
very well, but, of course, after three and a half years one 
does not remember exactly the give and take of words. 
He came to me—whether on his own behalf or because 
someone had queried it I do not know—to ask if the two 
bonus dividends for Nelsons were really dividends or 
whether there was anything in the name bonus 
which rendered them improper to be included in the profit 
and loss account. I told him that they were quite proper 
to be included. 

, Did you ever have any reason to dislike it? Not the 
east. 

Have you now ?—No. 

Have you ever at any time had any shareholding or 
any interest in the Royal Mail ?—No, I have not. 

The Attorney-General, commencing his cross-examina- 
tion, said it was right that he should accentuate at the very 
outset certain facts which were in Mr. Morland’s favour. 
He asked : ö 
It is a fact, is it not, that you had no financial interest 
as to whether a dividend of 5 per cent. or any other 
dividend was declared? No. 

So far as the subsidiaries are concerned, you would have 
no knowledge of them ?—None beyond what was in the 
published accounts, i. e., the audited accounts which came 
to me. 

I understand that what happens is that the accounts 
are prepared before the auditor gets there, and that the. 
document is then put before the auditor and he is asked 
to audit and approve it ?—Yes, that applies to companies 
of this size. There is a little variation in practice. 

So far as this company is concerned, at any rate, this is 
right—the first step is the preparation of the accounts, 
and with that you are not concerned ?—That is an internal 
matter. 

Then the second step is that these accounts, having 
been prepared, are put before you as auditor ?—Yes, 


auditors ?—Yes. 


after they have been to the Board in this case. 
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The Attorney-General then referred to the difference 
of opinion or misunderstanding which appeared to. have 
arisen as to what the accounts had to show, and in this 
connection he referred to the terms of the company’s 
charter. He quoted a paragraph which stated that 
previously to every yearly general meeting an account 
shall be prepared by the Court of Directors of the debts 
and assets of the said corporation, with an account of 


the profits made in the year ending December 31st 


preceding such general meeting. The paragraph also 
stated that the accounts shall be signed by at least one 
of the auditors of the said corporation, and shall be laid 
before such meeting to be approved. It had been sug- 
gested, continued the Attorney-General, that this pro- 
vision relating to audit was superseded by a later one, 
but what he suggested was that there was nothing in 
the later provision which altered the requirement that 
the Directors had to prepare a true and accurate account 
of the assets and liabilities and an account of profits 
made in the year. It simply dealt with what the auditor 
had to do. 

Mr. Morland said that it was a matter of construction. 
The words exactly followed the form of words in the 
Companies Act, and he had interpreted his duties as 
auditor just as though the company had been one under 
the Companies Act. 

The Attorney-General: We have been told, both by 
Mr. Cason and Lord Kylsant, that in the course of the 
year 1926, when a deficiency was probable, an estimate 
was made and Lord Kylsant told Mr. Cason to ascertain 
what reserves they had to meet deficiencies ?—I 
heard that. 

You knew nothing about that at the time ?—Nothing 
whatever. 

You did not know that they had started out with the 
set idea of utilising reserves to meet deficiencies ?— 
Oh, no. 

Neither, I presume, did you know that in the year 
1926—one of the years in which the £200,000 Nelson 
bonus which had been suggested did not for some reason 
materialise—the E.P.D. portion which was going to be 
taken moved up from £300,000 to £550,000 ?—It was 
£550,000 when it came to me. 

You knew nothing about that being moved up by the 
£200,000 ?—No. 

There is every difference in the world between the 
attitude of mind of a man who looks at the reserves with 
the single purpose of ascertaining whether they are suited 
to the contingency, and that of the man who says, “ I 
am going to have enough to meet a deficiency ” ?— 
Of course, if you have a deficiency, and you have reserves, 
you naturally put them together. It would be dis- 
honest to keep them apart. 

There was some disagreement by Mr. Morland as to 
the use of the word deficiency.“ The Attorney-General 
put his question in another way, and, after admitting 
that perhaps he had used the word rather loosely, he 
asked: There is first the attitude of a man who is going 
to pay a dividend of X per cent., and who says that he 
is going to find, somewhere or other, enough to pay it. 
The other attitude is that of the man who says that 
he goes through his reserves each year in order to ascertain 
whether they are sufficient, or too small or too great, 
to meet a deficiency if it occurs. So far as you were 
concerned, you never knew anything about the first 
whatever No. 

You would not concern yourself with the effect which 
the company’s reports are having on the public mind ? 
—That has nothing to do with the auditor. 

Questions were then asked with regard to the year 
1929, when Sir William McLintock was asked at the 
joint request of Lord Plender and the Treasury, to make 
a report on the affairs of the company. Mr. Morland 
agreed that there were some guarantees which the 
company were asking the Treasury to extend. 

The Attorney-General: The Treasury were under 
no sort of obligation to extend them unless they wanted 
to No. 

If the Treasury did not extend them, the company 


was in this difficulty, was it not, that it could not find 
the money to pay them ?—I cannot say that; I do not 
really know that. It certainly was not convenient ; 
the company was asking for an extension. 

It was much worse than that, was it not ; the company 
was unable to pay its debt ?—It is awfully hard to say 
that. I am not prepared to say it off hand. The com- 
pany has very large ramifications, and what it was 
prepared to pay I do not know. 

Do you know any source from which it could pay its 
debts ?—I do not think I could give any other answer; 
I do not really know. 

A question was asked by the Judge as to who were the 
auditors, and Mr. Morland said he had audited the 
accounts for 1928, but that when the report was put 
forward he had formally resigned, and his firm was 
appointed auditors. It was only a change in form. 

Having secured agreement from Mr. Morland that 
Messrs. Price, Waterhouse & Co. had sent accounts to 
the Treasury relating to the R.M.S.P. Company, when 
Sir William McLintock had been asked to make a report, 
the Attorney-General asked :— . 

All I want to get from you is that the accounts at any 
rate show that the R.M.S.P. Company, in the year 
1929, was in a serious financial position ?—The seriousness 
of the position was that it had these large capital liabilities 
which were becoming due. That is clear. 

In the year 1929, the R.M.S.P. Company was in a 
serious financial position ?—It depends upon what you 
mean by “serious financial position.” ; 

I mean that it was unable to pay its debts ?—It asked 
for an extension of these guarantees. 

And without an extension it was unable to pay its 
debts ?—I expect that was true; I cannot vouch for it. 


Even if that is true, you audited the accounts for the 
year 1928. There was nothing of a very exceptional 
nature in the year 1928, was there No. 

Had the company heavy liabilities falling due, and no 
liquid assets ?—It is not exactly a case of liquid assets. 

Well, assets which it could readily liquify ?—I should 
say that the mistake was in borrowing money on such a 
short term. 

I think it was a five year loan ?—Yes ; it was, I suppose, 
rather too optimistic to think that it would have the 
money at that time. 

That being the position in 1929, there having been 
nothing exceptional in 1928, may I take it that the position 
was one which, at any rate, ought to have given rise to 
some misgiving in the year 1927 ?—I do not think that 
would follow. 

Did I understand you to say that you thought that 
what would be required at that time would be a cer- 
tificate of profits, for use in the prospectus ?—Perhaps 
I was too hasty in thinking so, but it is what I did say. 

You thought that you would be asked to certify the 
various profit and loss accounts, and, in regard to the 
year 1927, that you would be asked to certify £737,000 ?— 
It never got as far as that; I do not think that was 
in my mind. I thought that I might be asked to state 
year by year what were the earnings and profits, after 
making the necessary adjustment that accountants 
think it well to make. 

What is the figure that I may take for 1927 ?—There is a 
figure of £737,000 in the balance sheet, but it does not 
follow that it will be the same. 

What I suggest is that you never would have certified 
that figure of £737,000 ?—It is very unlikely that it would 
have come out at that figure. 

The Attorney-General was proceeding to ask the 
witness what he weuld have done with certain figures in 
the 1926 accounts if he had been asked to certify a state- 
ment for use in a prospectus, when Sir John Simon 
intervened, and questioned its relevance, but the Judge 
said that the question might be material. 

The Attorney-General: If you had been asked to 
certify, for use in a prospectus, what the figures for the 
1926 profit and loss account were, you would have been 
very anxious to avoid misleading the investor, would 
you not ?—Oh, yes. 


PF 4 
nd | 
nt 
12e. 
he 
nd 
ss. 
at 
ve 

—. 
he 
in 
ad 
at 
to 
of 
d 
ly 
e, 
3k 
aS 
cs 
12 
. 
ig 

I 
? 
8 
e 
it 
u 
a 
* 
e 
* 
e 
0 
r 
t 
4 
e 
r 
* 
t 
r 
E 
3 
7 
$ 
4 

: } 

ee 


496 THE INCORPORATED ACCOUNTANTS’ JOURNAL. 


[Aucust, 1981 


First of all, you would have altered the build-up of it, 
would you not ?—I think so. We nearly always say 
that the profits given in a prospectus are the profits 
after making adjustments, whether large or small. 

Would you mind telling me, as an illustration, what 
you would have done with the figure of £550,000 (the 
amount received back from the Government in respect 
of E.P.D.) ?—If I were being asked to certify the profits 
that the company earned in the year, it could not have been 
included. 

The Judge: In that year ?—In that year, my Lord. 

The Attorney-General: What would you have done 
with the £175,000 income tax reserve? Nearly every 
certificate for a prospectus leaves out of account taxation 
altogether. 

Then that would not have come in ?—No. 

Then there is the figure of £232,000 ?—The same 
consideration would apply. 

Then there is the item of profits on steamers and 
premises sold, £108,000 odd ?—I do not think that would 
have been in either. 

What about Corporations Profits Tax ?—The same 
remark applies as to the other taxation. 

Would that have been for the purpose of preventing a 
member of the investing public being misled ?—I should 
say to give him the information necessary to enable him 
to form an opinion. a 

To present to the prospective investor a true pieture?— 

If it is necessary, Mr. Morland, to present a true picture 
to a prospective investor, why is it not necessary to 
present a true picture to the shareholder ? Because the 
circumstances are quite different. What a shareholder 
wants to know is, what his company has done during 
that year. ; ; 

I quite agree.—And that includes all these items which 
have been properly brought in. 

Now, forget for a moment, the higher accountancy, 
and higher mathematics in which you indulged in the 
days when you were a Wrangler.—I cannot forget that 
you are charging me with a crime. , 

I was trying to put something in order to bring out a 
point in your favour.—That is very kind of you. Thank 

ou. 

* It may be, from the knowledge vou have of accounts, 
and the knowledge which you have or have had of higher 
mathematics, that some things would convey to your 
mind quite a different impression from that which they 
would convey to the mind of an ordinary member of the 
public ?—You cannot exclude that possibility. 

Do you think, Mr. Morland, that when an ordinary 
intelligent member of the public or shareholder, but 
one who was not a specialist, looked carefully through 
the accounts for 1926 and 1927 he would have a true 
picture of the company’s position ?—The balance sheet 
gave him a perfectly true picture of the company’s 
position. 0 

What about the profit and loss account? -es, that 
also, but the balance sheet is what the shareholder relies 
upon to ascertain the financial position of the company 
at any date. 

It is very important for a shareholder to know, amongst 
other things, what current earnings his company is 
making ?—I do not see why. 

Shall I tell you why ?—Yes, please. 

After all, the value of assets lies in the fact that they 
have an earning capacity ?—I agree. 

You may have your ships standing in your books at 
hundreds of millions, but unless they can bring in a 
profit, their value as assets is not much, is it ?—That is 
perfectly true. 

And therefore, in order to appreciate the position and 
form any view at all upon the value of assets, one needs 
some idea of the earning capacity ?—Well, it is quite 
certain that neither of these profit and loss accounts 
will tell the shareholders that. I can say that at once. 

Do you not think now, in the light of after events, that 
those profit and less accounts would leave the ordinary 


as earning capacity was concerned, all was well ?—No, 
I do not think that necessarily. I think anybody who 
read the accounts would see that there was no statement 
whatever about earnings. 

Do you agree that one of the most material circum- 
stances which every shareholder has a right to know is 
the earning capacity of the company ?—Of course, I do 
not agree with that. 


profit and loss account was a sort of appendix to the 
balance sheet, dealing with one particular item in the 
balance sheet. The profit and loss account must, of 
course, be true and correct, but the form of it was entirely 
within the discretion of the directors. 

The Attorney-General asked Mr. Morland if he would 
agree that there came a time—perhaps it was a matter of 
degree—when, if this was to be done the shareholders 
must have notice. 

Mr. Morland replied that each balance sheet came to 
be audited as a separate thing. It was not really in that 
sense one of a series. The main thing an auditor had to 
do was to see that the balance sheet which he was auditing 
was true and correct at that particular time. 

Sir William Jowitt : With regard to the utilisation of 
secret reserves to level out inequalities. If it has been 
done over a series of years, if substantial amounts have 
been used, and if it is going to be continued, the auditor 
ought to insist, should he not, that a clear indication is 
given to the shareholders. 

Mr. Morland: Are you putting an imaginary case ? 

I am putting a proposition—I should say in general 
that if there is a large reserve which has not been put 
aside for any particular purpose it ought to be disclosed 
from the first. It is of the same nature as transfers to 
general reserve. It ought to be put to general reserve. 

If it has been put aside for a contingency, and the 
contingency has not arisen, I put it that a time comes 
when, if you are going to use it, you must say you are 
going to use it. Do you dispute that ?—I find it a little 
difficult to follow. 

Mr. Morland, amplifying his answer, suggested that he 
might put the matter this way. Supposing a company 
had £1,000,000, and took £100,000 from it one year, the 
same amount in the next two years, and then in the fourth 
year took £500,000, was it the Attorney-General’s 
suggestion that the fact-ought then to be mentioned ? 

** Precisely,” replied Sir William. 

Well, you are putting a very difficult question,“ said 
Mr. Morland, ** because an accountant does not consider 
questions of policy. He considers whether each state- 
ment is a true and accurate statement? 

What I am putting to you is that as a question of 
degree there does come a time, does there not, if you are 
going to utilise reserves in a profit and loss account, you 
must say so ?—It is a question of degree. I am not 
sure how much it is time and how much it is size. 
Coming down to the facts of this case. In your view 
had that time arrived when in the year 1926 you made 
your report in respect of the year 1925? I select this 
year because this is a time you put in the words Adjust- 
ment of taxation reserves? — I do not think what was 
in my mind was that any time had arrived, but here 
were large amounts coming year after year, and it was 
time they should be described. 

You thought it was right that the shareholders should 
be told in respect of this year that these reserves were 
being utilised ? — Ves. 

Mr. Justice Wright remarked that if he had understood 
the witness aright, he had said that at this time share- 
holders ought to be told that large sums were being 
utilised outside the current incoming of the concern. 

I think, my Lord,” said Mr. Morland, “* that my answer 
applied to the Excess Profits Duty.” 

Mr. Justice Wright: Why should the shareholders be 
told ? 

Mr. Morland: My idea in putting in those words was 
this. In that statement which begins Balance for the 


year,” you have two large amounts mentioned-—dividends 


intelligent shareholder under the impression that so far 


from allied and other companies, and on the other side 


In reply to a further question, Mr. Morland said that the 
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depreciation. In the second year you had large sums 
coming in from another source, not non-recurrent, but 
recurrent, which were quite as important to the company 
as amounts which were coming in from allied and other 
companies. If you have got three things of practically 
equal importance, it seems not a very good method to 
mention only two of them and leave out the third. 

The Attorney-General suggested that the sums to which 
Mr. Morland referred were recurring with this qualifica- 
tion, that the time over which they could recur was 
strictly limited. 

Mr. Morland said that non-recurring was not a very 
good word for a thing that occured seven years running. 

The Attorney-General asked if he would agree to the 
use of the term abnormality in this connection. Mr. 
Morland assented. 

Mr. Justice Wright : It is an abnormal thing which the 
shareholders ought to know if they are to obtain a true 
and correct picture of the state of affairs. 

The Attorney-General (to the witness): Did you think 
that it was necessary to indicate the existence of these 
sources in order to prevent the accounts presenting a 
false and inaccurate view of the state of affairs ? 

Mr. Morland: I thought it was desirable, and I made 
the suggestion. The suggestion was at once accepted, 
and the words were put in. I was never — to the 
point of considering whether it was n 

Let me bring you to the point. Take the years 1925, 
1926, and 1927. Supposing those words had not been 
included, do you think that the accounts would have re- 
presented a true and accurate view of the state of the 
company’s affairs ?—I though it was desirable to include 
them, and having thought it was desirable, and having got 
them included, I never had to consider. 

Mr. Justice Wright: Mr. Morland, you have a sort of 
judicial duty here. You have to certify as auditor, and 
on you depends the certification of accounts. 

Mr. Morland: You put it high, my Lord, ‘calling it a 
judicial duty. 

Mr. Justice Wright: Well, I will say quasi-judicial. 

Mr. Morland: Yes, my Lord. 

The Attorney-General: And you are not the servant 
of the directors ? 

Mr. Morland: No. 

Part of your duty is to see that the shareholders are 
to be protected ?—Oh, quite. 

Mr. Justice Wright: You are not infallible, but you 
have that duty ? 

Mr. Morland : Certainly. 

The Attorney-General: Supposing in the accounts for 
the years 1925, 1926 and 1927 the words Adjustment of 
taxation reserves had not been there, would those 
accounts, in your view, have represented a true and 
accurate view of the company’s affairs ?—I don’t think 
I can put it higher than this. I think it was very desirable. 
I don’t make suggestions lightly in the course of audit, and 
I don’t ever remember a suggestion that I have made not 
having been accepted. I made that suggestion because 
I thought it was very desirable that those words should 
goin. I don’t think I can go further. 

You would have been very reluctant to have signed 
those accounts without those words ?—Having made the 
suggestion, yes. 

The Attorney-General said that in regard to this matter, 
he had used the expression Danger signal.“ 

Mr. Morland said that was not an auditor’s expression. 

The Attorney-General asked if Mr. Morland had intended 
the words to be a danger signal. 

No,“ replied Mr. Morland, “ I intended them to be a 
fuller description. I don’t think it is the same thing.” 

Mr. Justice Wright : In 1924 the words were not there. 
Might not the words of 1924 appear to be rather mis- 
leading ? 

Mr. Morland: I think, looking back, if I may say so 
quite frankly, I am rather sorry I did not make the 
suggestion in 1924, because the amount brought in in 
1924 was larger than in 1925. 

The Attorney-General : 


say it was very desirable—do you not think it was desir- 
able to use words which would not only convey something 
to the mind of the highly-skilled professional accountant, 
but would convey something definite to the mind of the 
ordinary shareholder ?—I should try to chose words which 
would convey the meaning intended to be conveyed. 

Mr. Justice Wright: There are two points of view— 
whether they were being used in good faith and whether 
they were sufficient or apt. You are being asked a ques- 
tion on the latter aspect of the case. 

Mr. Morland : May I have the question again? 

The Attorney-General: If you were selecting a phrase 
to put in for these years 1925, 1926 and 1927, you would 
desire, would you not, to collect a phrase which would 
convey a clear ing to the mind of the ordinary 
shareholder ?—Undoubtedly, yes. 

You have told me that you did not read the press or 
concern yourself about that sort of thing, but if in the 
process of years you had become satisfied that the phrase 
you had selected conveyed little or nothing to the mind 
of the ordinary shareholder, you would have adopted some 
new phrase, would you not ?—Undoubtedly, if anybody 
had suggested to me a phrase which conveyed the meaning 
better, I would have adopted it. I was not the editor 
of the phrase. 

It could have been put, could it not, very simply, so 
that there could have been no mistake about it at all? 
Are you going to suggest some other wets. I am quite 
prepared to compare them. 

Mr. Justice Wright: It is dangerous to plunge into 
the sea of accountancy. (Laughter.) 

The Attorney-General referred Mr. Morland to exhibit. 
36, on the second page of which, he said, there would be 
found a profit and loss account for the Royal Mail Meat 
Transport Company. This, said Sir William, was the 
report of a hundred per cent. subsidiary, and, of course, 
the Royal Mail Steam Packet Company, through their 
directors, would know all relevant facts. He realised 
that neither Mr. Morland nor any other accountant might 
think it necessary to put in such details, but he observed 
that the account mentioned transfers from refund of 
excess profit duty, transfers from income tax reserve 
and similar matters £25,250. Such items so set out, he sug- 
gested, had at any rate the merit of complete simplicity. 

Mr. Morland : That gives more detail, it gives the actual 
figures under each head. 

The Attorney-General asked what was the difference. 
in the case of the Royal Mail Steam Packet Company. 
Of course, he realised that they had dividends from other. 
sources. In the case of the Meat Transport, they par- 
ticularised the figures and added them up. In the Royal 
Mail Steam Packet account they did not say Transfers 
from,” they said Adjustment of.“ 

Mr. Morland: I don't see any difference between 
transfers from and adjustment of.” 

We have heard that the word “ Adjustment might 
mean much or little ?—Not in this case. It was put in 
because it was large. If it was not large, it would have 
never have been put in. 

Do you say that the ordinary shareholder ought to have. 
inferred something, not merely from the words, but from 
the position they occupied in the account ?—From the 
fact that the words were in at all. Amplifying his answer 
later, Mr. Morland said that the item in question was 
associated with two other amounts which the share- 
holders knew to be large. If it had been small, it would 
not have been mentioned. It was put in in that par- 
ticular year, because it was large. 

The Attorney-General : I am asking you to consider the 
effect on the mind of the ordinary careful, prudent share- 
holder—try and come down from the higher mathematics. 
The word Adjustment might mean something very 
small or very large ?—I must take that from you, I 


suppose. 
The Attorney-General said he took the suggestion from 
Lord Plender. 
Mr. Morland said Lord Plender had stated that it might 


If it is necessary or very be small or large. He agreed in general, but he did not. 


desirable to put in some words—and in your view you | agree in that particular case. 
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The Attorney-General said he admitted that Sir John 
Simon had pointed out that the words Less deprecia- 
tion showed that Adjustment of taxation reserves 
fell on the side of the account which made the thing larger 
and not on the side which made the thing smaller. 

The Attorney-General then referred Mr. Morland to 
the statement known as table 21, which had been produced 
in Court. 

Was it a fact, he asked, that for certain of the years 
set out the company each year was being run and operated 
at a loss after provision had been made for depreciation ? 

Mr. Morland said that in connection with the figures 
given, the word deficit was used on the statement. 

Sir William Jowitt: Don’t bother about the figures 
on the statement.—Then it depends on what you mean 
by * Run.“ 

I mean that the normal earnings of the company were a 
minus quantity instead of a plus quantity ?—The normal 
earnings of the company during those years, I think, 
were not sufficient to meet the full depreciation. 

Mr. Justice Wright: I thought the question as put 
was a question allowing for depreciation. 

The Attorney-General: The account for each of these 
years shows on the right-hand side what came in. Take 
the year 1924. That is a balance for the year, including 
dividends on shares on allied and other companies, less 
depreciation of fleet. Leave out, for a moment, anything 
about taxation and reserves. In each of the years 1921 
to 1926 inclusive was the company including its gross 
earnings, less expenses and depreciation, and including 
dividends, running at a loss ? 

Mr. Morland : Well, I think there is a possible exception 
in 1923. You see there is a special debit there of £64,000, 
and what is called the deficit is only £20,000. That might 
make a small credit if you brought that back. In 1924, 
similarly, you have £75,000 special debits. If you take 
that off £97,000, it leaves you very close. Then 1922 
again is very near. You have £120,000 special debit, 
and the deficit so called is only £135,000. 

Perhaps the word deficit is misleading. Is there any- 
thing else you see, apart from that word deficit, which 
has been criticised, that is misleading on this document? 
It is quite an accurate synopsis of the figures, but as far 
as arrangement goes, I don’t think it shows anything. 

Questioned further on this point, Mr. Morland said, 
I should put it that the accountant had a method of 
classification which does not appeal to me.” 

The Attorney-General: It does not much matter how 
it is drawn, so long as we have regard to the fact that the 
company to carry on its business has to pay its debentures 
and to pay interest and discount, and as long as we realise 
that those are not included there. If they were, the 
deficit would be much greater. Is this the position, that 
bearing in mind what I have said about debentures, from 
1921 to 1926, the company had never earned anything 
like enough to pay its debentures ?—That depends again 
on what you mean by Earned.” 

I mean earned, after depreciation. Earned either as an 
operative company, or as owner of shares in current 
earnings.—That is quite true if you mean earned in the 
ordinary sense of the word. 

And in those six years it expended very large sums of 
money in paying dividends ?—It paid regular dividends. 

Then I come to the year 1927. You see this document 
shows that we have a surplus, in this case ?—That is so, 

es. 
But depreciation, on the other hand, in 1927 had 
fallen below the 5 per cent. which had hitherto been 
maintained ?—I don’t think so. I think the evidence 
was that the reduction in depreciation was due to the 
loss of two steamers. 

Sir John Simon (interposing) said he had mentioned 
earlier that this was due to the fact that two ships were lost. 

Mr. Morland said he thought that Sir William 
McLintock’s figures in this connection showed a little 
bit of a mistake in the calculations. 

The Attorney-General: You think that is the only 
mistake in the ?—-So far as I know in the figures, 


yes. I have not read the report meticulously. 


That year does show a surplus if you include £300,000 
bonus ?—Yes. 

Would you agree, apart from the technical rules of 
accountancy, that bonus was an abnormal receipt? 
Yes, they were not out of the profits for the year. 

Sir William Jowitt suggested that apart from the 
bonus there was not enough to pay debentures and 
interest. 

Mr. Morland said he thought that was so. 

If the shareholders realised at that time what the true 
position of the company was, and what it expended in 
carrying on from 1921 to 1927, do you think they would 
have been very seriously disturbed ?—That is not a very 
easy question to answer. I should doubt if they would. 
The chief thing a shareholder wants is regular dividends, 
and that he had had all the time. 

What he wants is not merely dividends, but assurance 
or security that he is likely to go on receiving it? That 
is what he never gets in an industrial company. 

You have no doubt, have you, as a business man, that 
if the shareholders had been told From the year 1921 to 
1927 we have never earned enough to show a profit after 
depreciation, we have expended in the years 1921 to 1927 
special credits to the extent of over £5,000,000,” the 
shareholders would have been very seriously disturbed ?— 
I think they would have been surprised. 

The Attorney-General: You think they would have 
been surprised. 

Mr. Justice Wright: The Attorney-General has asked 
you about expenditure in those years of £5,000,000, from 
the special credits. Did that go to the current expenses? 

Mr. Morland : Current expenses, plus dividends on the’ 
shares, my Lord. 

The Attorney-General: So that the company was 
expending all that sum two years before it had to meet a 
liability. But that is policy, perhaps, and not a matter 
for you ?—I think that is so. 

The Attorney-General said that in accounts which 
Messrs. Price, Waterhouse & Co. had sent to him, dealing 
with the years 1926, 1927 and 1928, there were such head- 
ings as Income Tax Reserve, Corporation Profits 
Tax Reserve,” ‘* Premises Reserve,” and so forth. Did 
Mr. Morland think, he asked, that those descriptions were 
perfectly accurate ? 

Mr. Morland said he thought they conveyed the right 
impression. 

I see in a later account, Messrs. Price, Waterhouse and 
Co. deal with the income tax for that year, and they thus 
describe it: Transfers from any reserve, £350,000. 
Would that be, to your mind, a perfectly accurate way 
of putting it ?—That figure in 1928 was different to 1926 
and 1927. It was really adjusting reserve to what was 
required. I think, generally speaking, the income tax 
reserve in the last few years, 1925, 1926 and 1927 was 
rather increasing, but in 1928 it was whittled down. 

The Attorney-General remarked that that was correct. 

Sir William Jowitt asked Mr. Morland if he would not 
agree that a phrase should have been used which brought 
home to the ordinary investor that very large sums were 
being transferred from reserve. 

Mr. Morland said he agreed. That was the object 
which he had had in view, in suggesting the words which 
he had suggested. 

And you tell the jury that with your experience and 
knowledge of accounts, you intended the phrase which 
you used to convey that to the mind of the ordinary 
intelligent investor ?—Undoubtedly. 

Sir William Jowitt concluded his cross-examination of 
Mr. Morland, and Sir Patrick Hastings conducted a brief 
re-examination. 

Sir Patrick, referring to the comparison which had 
been made between the account of the Meat Transport 
and that of the Royal Mail Steam Packet Company, asked 
Mr. Morland if he had intended that there should be any 
difference whatever between the word Transfer“ in the 
one case, and the phrase Adjustment of Reserves ” in 
the other. 

No,“ replied Mr. Morland. 
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In your opinion, is the latter expression equally appli- 
cable ?—Yes, I think so. I rather prefer the words 
Adjustment of Reserves’ that we have in the Royal 
Mail accounts. Mr. Morland added that he thought 
the expression must have been used before. 

This concluded Mr. Morland’s evidence. 


Mr. Henry MORGAN. 


The next witness called was Mr. Henry Morgan. 

Examined by Mr. Stuart Bevan, Mr. Morgan said he 
was President of the Society of Incorporated Accountants 
and Auditors. He had been practising the profession of 
an accountant for 27 years. 

Mr. Stuart Bevan : You observe that in the case of each 
profit and loss account the total figure is given, described 
as balance for the year, including dividends on shares in 
allied and other companies, adjustment of taxation 
reserves, less depreciation of fleet? —I have. 

With regard to those amounts which have been brought 
in and the bringing in of which is challenged in the circum- 
stances, what do you say? Were they properly brought 
in or improperly brought in ?—In my opinion these items 
were properly brought into the balance-sheet for the year 
as the profit available for dividend. 

Will you say whether or not, upon the facts as known 
to you, the balance sheet is properly drawn up so as to 
exhibit a true and correct statement of the company’s 
affairs as shown by the books of the company ?—It is. 

With your knowledge of the position of the Royal Mail 
Steam Packet Company as it was, on the evidence before 
the Court, in 1926 and 1927 had you been the auditor of 
the company, would you have signed the balance sheets in 
this form ?—I should. 

In each year In each year. 

Examined by Sir John Simon: A reference was made 
just now to adjustments which might fall to be made if, 
say, the figures were being prepared for a prospectus. In 
a certificate by an accountant no doubt the precise adjust- 
ments would depend on the form of the certificate. What 
I wanted to ask you was this. Without turning to it, as 
we all know it by heart, you know the exhibit which is 
called 21 ?—I do; that is that long sheet, Mr. Cason's 
statement. 

Yes. Now supposing that the certificate is being 
prepared on the basis, as indeed it often is, of profits before 
charging taxation. Is that not a common form ?— 
Frequently. 

Then, as I follow, in fact you said just now, you would 
exclude, for instance, such a sum as the £550,000 E.P.D. 
which, as we know, comes in the year 1926 ?—Yes, you 
would, or course, exclude all debits and credits for taxa- 
tion. 

That is excluding something on the one side, but do I 
understand rightly you would equally exclude all the 
taxation that had been paid or provided for? Ves, of 
course, it all depends upon the wording of the certificate 
you have to give. You would probably have your 
wording of the certificate settled and then you would 
have to calculate your figures in the light of that wording. 

His Lordship: You would not suit the figures to the 
certificate, would you ?—There is no uniform form of 
certificate which is incorporated in a prospectus. You 
see a great many variations. 

Sir John Simon: What I want to be quite clear about, 
and I think what you have said really does make it clear 
to me, is this. Looking at exhibit 33, assuming that you 
were going to carry E.P.D. refund from one year to another 
year, or the surplus income tax from one year to another 
year, as I understand it, it means moving an item from 
one year’s column to another year’s column, sometimes 
a plus and sometimes a minus ?—That would be so. 

And supposing there is surplus depreciation which is 
to be put back, that would involve, would it not, adding 
to the published profits of each year the difference, say, 
1 per cent., between 4 and 5 per cent ?—That is so, but 
it is very frequent in such a certificate that they give you 
the amount of the profits before they bring depreciation 


into account at all. It is before taxation and before 
depreciation. 

I have in mind what is on exhibit 32; that is why 
I am putting the question to you. It speaks of surplus 
depreciation being brought back ?—Yes. 

f we assume that the depreciation being, in fact, 5 per 
cent., 4 per cent is thought necessary, do I understand 
rightly that the operation involves adding each year to 
the published profits a further sum which, in fact, is 1 per 
cent. depreciation ?—That would be one way of doing it. 
What I should do would be to add back the whole 
of the depreciation that had been written off and deduct 
the proper amount. 

Take another example. Would it also involve adding 
to the published profits the additions to the insurance 
fund ?—Yes. 

His Lordship: Because the profits are the source from 
which the insurance money comes. 

Sir John Simon: Yes, your Lordship has it entirely. 

Cross-examined by the Attorney-General: You have 
been asked about the prospectus, and I want to ask you 
this question therefore. Have you got the accounts ? 
Take as an illustration the year ended December 31st, 
1927.—Will you please give me one of those books. 
(Book handed to the witness.) 

You see the phrase there on the right hand side. You 
know it by heart: Balance for the year, including 
dividends on shares in allied and other companies, adjust- 
ment of taxation reserve, less depreciation of fleet, 
4697,000.“— Ves. 

Supposing you had been asked, for the purposes of a 
prospectus, to make yourself responsible for a statement 
on those lines—that is to say, that the certificate is to be 
exactly in that form—and you are asked to certify that 
the balance for the year and so on has been £697,456, 
and you are asked to certify that in a prospectus, would 
you have done it or not ?—It all depends upon the form 
of the certificate which I am required to make. 

I told you exactly what the form was. The form is the 
form set out there. You do not suggest, do you, as 
President of your Society, that any accountant for a 
prospectus would certify such a form as that ?—I do 
not follow what form you say. 

The year ended December 31st, 1927; 1925, 1926 or 
1927 would do; 1927 is the one I happen to have. Now 
I am asking, supposing you were asked to make a certifi- 
cate for the purposes of a prospectus ; you are told it is 
going to be used in a prospectus—that is to say, that you 
are going to the public to ask the public to invest money— 
and somebody comes and says: Mr. Morgan, I want 
the use of your name; I want you to certify to this 
description: Balance for the year, including dividends 
on shares in allied and other companies, adjustment of 
taxation reserve, less depreciation of fleet, etc., £697,000,’ ”’ 
would you have ever done such a thing ?—I should want 
to put it that it was the balance available for dividend 
for that year. I should want to make it clear that it 
was the balance available for dividend ; because, of course, 
there is a tremendous difference between the balance of 
profit available for dividend each year; the way in which 
it has to be arrived at for the purpose of a balance sheet, 
and the profit earned in a year calculated by ordinary 
commercial standards. Obviously here this cannot be 
profit earned in the year. Take the first item, Including 
dividends on shares in allied companies.“ Now dividends 
on shares may be the result of profit earned in the year, 
in the previous year, or several years previously. 

Had you been asked, for the purpose which you knew 
were the purposes of the prospectus, to give a certificate, 
and had you been asked to use these words and told that 
you were going to use these words—now follow them 
you know them by heart: Balance for the year including 
dividends on shares in allied and other companies, adjust - 
ment of taxation reserves, less depreciation of fleet,” 
would you ever have consented to put your name on a 
prospectus to that phrase.?—It appears to me to be merely 
repeating what has been stated in the accounts for each 
year. As auditor I should not have considered mysclf 
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responsible for the extent of the disclosure in the profit 
and loss account, and it is a sort of certificate that I 
should not like. I should like it to be explained a little 
further that this was the amount of the profit that 
became available for dividend during the year. 

Does it come to this: that you would say, “ No, if 
you want me to certify on those lines I will not do it; if 
you ask me to certify a balance available for dividend for 
the year in a prospectus, then perhaps I would ? ’—That 
is exactly what I do if I signed the balance sheet. 

Now you have the book there. Just see how the word 
available was used and dropped out. Do you notice 
that ?—Will you show me? 

Take for instance, the year 1925 ; it is a very interesting 
point. Ofcourse, this is not evidence against Mr. Morland, 
because this is a report. Attached to the accounts for 
the year 1925 you will find a report. You see this: The 
Court of Directors submit herewith the audited accounts 
of the company for the year 1925. After providing for 
depreciation and taxation there is a balance available 
of E769, 000.“ I think you may take it that up to the year 
1925 that has always been the phrase in which these 
accounts had been presented ?—I should not criticise 
that. 

Now look at the year 1926: The Court of Directors 
submit herewith the audited accounts of the company 
for the year ended December 31st, 1926. After providing 
for depreciation and taxation there is a balance for the 
year.“ — Ves. a 

The Attorney-General: So that the word “ available“ 
if I am right, is certainly in 1925, and I think it is in all 
the earlier years ? 

Sir John Simon: No, sometimes it is and sometimes 
it is not. I think if there is a point in it Lord Kylsant 
ought to have been asked the question. 

The Attorney-General: I think so, too; but I did not 
know there was a point init. (To witness): Does it not 
occur to you, if there is a possibility of an investor being 
misled, there is also a possibility of a shareholder being 
misled ?—No, I do not think so. 

Why not? Not when it is used in conjunction with the 
balance sheet. 

Why not ?—When you say a shareholder being misled, 
it is a very comprehensive term, because obviously you 
get such very greatly varying classes of shareholders. 

Do not spend time on that; I do not mean a half-wit 
on the one hand, or a specialist in accounts on the other 
hand; I mean an ordinary intelligent prudent share- 
holder ?—I do not think so, because the ordinary intelli- 
gent, prudent shareholder does know that the balance 
shown in a balance sheet or profit and loss account is the 
balance available for dividend. 

Then why is it that you say there would be a chance 
or a possibility of the ordinary prudent investor being 
misled by the statement in the prospectus, and no chance 
of the ordinary prudent shareholder being misled by the 
same statement in the profit and loss account? Explain 
that to the jury.—I should prefer that wording and 
if I just indicated a preference for it, and they declined 
to do it I should object, because I might think that there 
was some sinister motive behind it. 

You must really try to answer the question. I ask 
you to explain to the jury why it is that there would be a 
possibility of an ordinary prudent investor being misled, 
and yet you say there would be no possibility of an 
ordinary prudent shareholder being misled. Why is 
that ?—There is always that possibility, sir. It is 
unlikely. 

Is it more unlikely in the case of a shareholder than in 
the case of an investor ?—No, I should say not—less 
likely. Of course, there is always this about a pros- 
pectus—that so frequently the ordinary applicant for 
shares or the ordinary shareholder does not study closely 
either balance sheets or even prospectuses. 

I am assuming in each case that the shareholder reads 
the document carefully and the investor reads the pros- 
pectus carefully ?—Then I do not think there would be 


You told me there would be a ibility ?—Yes, a 
possibility, for the reason I indicated, that so frequently 
they do not read them closely. 

Do you now agree that there is just as great a possi- 
bility of the shareholder being misled as there is of the 
investor being misled ?—No ; I do not think there is the 
same, because the one is received by him in conjunction 
with the balance sheet and read by him at the same time. 

What is there in the balance sheet which would put 
him wise? Look at the balance sheet for 1927.—Because 
in the balance sheet the balance of profit and loss account 
is the amount which is available for dividend. 

Do you agree, so far as the directors putting forward a 
profit and loss account is concerned, do you agree that the 
directors have to draw the profit and loss account so as 
to exhibit a true and correct state of the company’s 
affairs. Leave out the auditor ?—For the purpose of my 
answer I suppose I may ignore the fact that in the charter 
of the Royal Mail there was an obligation to publish a 
profit and loss account. At this time the Companies Acts 
did not require public companies or any companies to 
issue profit and loss accounts to their shareholders. Even 
where the balance sheet was obligatory there was no 
obligation to issue a profit and loss account. 

His Lordship: That came in the Act of 1929 ?—Yes, 
and even now, my Lord, there is no indication as to what a 
profit and loss account shall contain. 

The Attorney-General: I quite follow that. This, of 
course, is a chartered company, and different considera- 
tions apply, but there are two different things. If you 
do publish a profit and loss account, must not that profit 
and loss account represent a true and correct view of the 
company’s affairs ?—If a profit and loss account is 
published, I do not see that objection can be taken to it 
on the ground that it is uninformative, but if it is pub- 
lished my view is this, that it shall not be so worded or 
stated that it is capable of deceiving or misleading. 

Not to be capable of misleading ?—That is my view. 

This concluded Mr. Morgan’s evidence. 


Mn. H. L. H. Hit. 

Mr. Henry Lancelot Hingston Hill, M. A., was the 
next witness. In reply to Mr. Stuart Bevan, he said: 
Iam President of the Institute of Chartered Accountants 
for the current year, and have practised as an accountant 
for 27 years. I have been in Court during a considerable 
part of the time occupied by this trial. I have heard the 
opening of the learned Attorney-General, I was here 
throughout the time Sir William MeLintock was giving 
evidence, and I am familiar with those questions which 
have arisen as to the inclusion in the profit and loss account 
in the two years 1926 and 1927 of sums drawn from 
Income Tax, E.P.D., and Corporation profits. 

Have you seen the profit and loss accounts for the two 
years ?—I have. 
And you saw how the balance for the year is set out as 
including dividends on shares in allied and other com- 
panies, adjustment of taxation reserves less depreciation 
of fleet ?—Yes. 


opinion, the amounts in question in those respective years 
are properly in ?—In my view they were properly brought 


in. 
And had you been auditing the accounts of this company 
in these two years, on the facts as known to you now with 
regard to these matters, and the position of the company 
as it was in those days, would you have signed this 
balance sheet as auditor, or not ?—I should like it clearly 
to be understood that I have not audited the accounts, 
I have not investigated the accounts, and have heard 
only part of the evidence. But there is nothing I have 
heard in the evidence that would cause me to qualify my 
certificate in the least. : 
Adjustment of taxation and reserves.” Is that 
expression in the balance sheet new to you ?—I have 
heard it before. 
Is it a correct or incorrect, an apt or inapt expression 
in a case where such sums have been transferred from 


much danger of their being misled. 


these various accounts ?—I think it is quite suitable. 


Will you tell my Lord and the jury whether, in your 
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Answering Sir William Jowitt, in cross-examination, 
Mr. Hill remarked, “* From the accountant point of view 
it is a;matter entirely of degree.” 

Now, transfers from a reserve fund are sometimes 
brought into a profit and loss account without any 
notification at all ?—That is so. 

Then there comes a stage at which—as Mr. Morland 
has said—some notification must be given ?—Yes, some 
indication. 

And does there finally come a stage when there must 
be, not merely an indication, but perfectly precise phrase- 
ology, so that no one could make any mistake about it? 
I should think so. It depends on circumstances. One 
cannot generalise. 

Whether this case comes within the first, second or third 
category is a matter you cannot express an opinion upon, 
because you have not examined the facts of the case? 
Yes. 

This concluded the evidence for the defence, and the 
hearing was adjourned. 

The concluding speeches of Counsel and the summing-up 
of the learned Judge will be published in the September issue. 
The Verdict of the Jury will be found on page 419. 


Society of Incorporated Accountants 
and Auditors. 


MEMBERSHIP. 


The following additions to, and promotions in, the 
Membership of the Society have been completed since 
our last issue: 


ASSOCIATES TO FELLOWS. 

Betton, OwEN Joszrn (Belton & Co.), 77, Clanbrassil 
Street, Dundalk, Practising Accountant. 

Bolruax, WiLu1AM (Boltman & Hamber), Netherlands 
Bank Buildings, Main Street, Port Elizabeth, South 
Africa, Practising Accountant. 

Brook, DonaLp CHARLES, 3, Central Buildings, West- 
minster, London, S. W. I, Practising Accountant. 
Das, Harenpra CnANDRA, B. A. (H. C. Das & Co.), 2/1, 

Mission Row, Calcutta, India, Practising Accountant. 

Hamser, Joun Percy (Boltman & Hamber), Netherlands 
Bank Buildings, Main Street, Port Elizabeth, South 
Africa, Practising Accountant. 

Kent, Stantey (Harper, Kent & Wheeler), Tower 
Chambers, 30a, Pride Hill, Shrewsbury, Practising 
Accountant. 

LENTELL, CARL Ivor, Montpelier Chambers, Sidmouth 
Street, Seaton, Devon, Practising Accountant. 

Rose, Harry (Philip E. Farr, Rose & Co.), Bassishaw 
House, 70a, Basinghall Street, London, E.C.2, 
Practising Accountant. 

Syn, Napier Kerru (Cassleton Elliott & Co.), 4 & 6, 
Throgmorton Avenue, London, E. C. 2, Practising 
Accountant. 

WueEELerR, Percy Vicror (Harper, Kent & Wheeler), 
Tower Chambers, 30a, Pride Hill, Shrewsbury, 
Practising Accountant. 

Woops, Wii11am, Clarence Chambers, 4, Piccadilly, 
Manchester, Practising Accountant. 


ASSOCIATES. 


ANTHONY, Leste Mus, Clerk to Brinley Bowen & 
Mills, 22, Wind Street, Swansea. 


Aspin, ANEURIN Tuomas, Clerk to R. Duncan French 


& Co., 14, North John Street, Liverpool. 


BAXENDALE, ARTHUR, City Treasurer’s Office, Town Hall, 
Manchester. 


BELL, Harotp Epwarp, Clerk to Watkinson Roberts & 
Co., 10, Essex Street, Strand, London, W.C.2. 


BENGE, GEoRGE ERNEST, Clerk to Sissons, Bersey, Gain, 
Vincent & Co., 53, New Broad Street, London, E.C.2. 


Bincnkxouon, ALLAN (George H. & R. Highcock), 3, 
Rumford Place, Liverpool, Practising Accountant. 


BLack, Mary Donis, Clerk to W. C. Black, St. Thomas’s 
Chambers, 147, High Street, Newport, 1.0.W. 


BLACKHALL, ALEXANDER, Clerk to Alex. Davidson, 
Arbuthnot House, Peterhead. 


Boatwricat, Wau, Clerk to Larking & Larking, 
Orford Place, Norwich. 


Briccs, Henry, Clerk to Hindle & Jepson, 18, Railway 
Road, Darwen. 


Burnet, Ronatp Duncan, Clerk to J. Cyril Page & Co., 
May Buildings, 51, North John Street, Liverpool. 


CASBOURN, FREDERICK HENRY CHARLES, Clerk to White & 
Pawley, 6, Sussex Terrace, Princess Square, Plymouth. 


CasHMorE, CHARLES VAUGHAN, District Audit Depart- 
ment, Ministry of Health, Whitehall, London, S. W. I. 


CLank, FREDERICK WILLIAM, Clerk to Auker, Horsfield 
& Co., Clough’s Buildings, 21, Forster Square, 
Bradford. 


Coates, Haroip, Clerk to J. Herbert Haley, 29, Tyrrel 
Street, Bradford. “ 


DEAVIN, STANLEY Gwynne, Clerk to Goldie, Campbell & 
Robins, Bank Chambers, Lowgate, Hull. 


Drxon, Jonn Wotrycae, B.A., A. C. A. (Martin, Farlow 
& Co.), 34 and 36, Gresham Street, London, E.C.2, 
Practising Accountant. 


DRINKWATER, SAMUEL Rospert (T. B. Scattergood 
& Co.), 125, Edmund Street, Birmingham, Practising 
Accountant. 

Es, HERBERT CHARLES, Clerk to Harman & Gowen, 7, 
Queen Street, Norwich. 8 


Georce, Henry LESLIE, A. C. A. (Frank T. Goodlift & 
George), 5a, Castle Square, Brighton, Practising 
Accountant. 


GLass, Donatp NIvEN, Clerk to Brown, Fleming & 
Murray, 48, Frederick’s Place, Old Jewry, London, 
E.C.2. 


GREEN, THoMAS FREDERICK, Clerk to Ashworth, Mosley 
& Co., Lombard Chambers, 46, Brown Street, 
Manchester. 


GruGEON, Bryan, Clerk to Alfred Wright & Co., 6, Duke 
Street, St. James’, London, S.W.1. 


Harris, Epwin Henry, Clerk to Mann, Judd, Gordon 
& Co., 142, St. Vincent Street, Glasgow. 

Harris, Jonx, Clerk to A. E. Sherry, Garland & Co., 
148, Edmund Street, Birmingham. 

HARTLEVY, GeorGe, Clerk to Thomas Coombs & Son, 
Oxford Chambers, Victoria Square, Leeds. 

Hawkins, Hudn Freperick, Clerk to Crinkley & Co., 49, 
Queen Victoria Street, London, E.C.4. 

HILL, Davip BRENTNALL, Clerk to Barnett & Turner, 
West Gate, Mansfield. 

Hutme, NoRMAN ALBERT, Clerk to Jas. A. Hulme & Co., 
88, Mosley Street, Manchester. 


JONES, FREDERICK, Clerk to Edwin Collier & Co., Parr’s 
Bank Buildings, 3, York Street, Manchester. 


KENNEDY, Cyrit NoBLE (Barwick, Kennedy & Co.), 
National Provincial Bank Chambers, Cockermouth, 
Practising Accountant. 
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KENT, WILIIAu HEDLEY, Clerk to Reddall, Osborne & Co., 
1, — Chambers, Basinghall Street, London, 
C. 2. 


LINDLEY, Roy MACKENZIE, Borough Treasurer's Depart- 
ment, Town Hall, Wigan. 


LitrLE, Epwarp Stan ey, Clerk to R. Simpson Duthie 
& Co., 9, Devonshire Street, Carlisle. 


MarTINI, HesPerR, Borough Accountant’s Department. 
bee Hall, High Street, Wandsworth, London, 
W. 18. 


Moss, SNEY GEORGE, Clerk to Evans, Peirson & Co., 
Portland House, 73, Basinghall Street, London, E. C. 2, 


Pears, GEORGE WILLIAM, Clerk to Holah, Hughes & Co., 
112/113, Mansion House Chambers, 13, Sise Lane, 
Queen Victoria Street, London, E.C.4. 


PERKINS, WILLIAM Haypn, Deputy Accountant, Town 
Hall, Weston-super-Mare. 


Porter, THomas WILIA, Clerk to Albert Bates, 50a, 
Piccadilly, Hanley, Stoke-on-Trent. 


Potts, NorMAN, Union Bank Chambers, Market Street, 
Stalybridge, Practising Accountant. 


PowELL, Haroip, Accountant’s Department, ‘Taf Fechan 
Water Supply Board, 101, High Street, Merthyr 


Tydfil. 


Purser, WILLIAM Gopparp, Clerk to Donald H. Bates 
& Co., Central Chambers, 10, Cheapside, Hanley. 


Rastrick, Tuomas, Clerk to Edward Clough, 40, North 
Parade, Bradford. 


Reppy, CHINCHODE DAMODHER, B.A., Clerk to De Freece 
& Parry, 128-132, Shaftesbury Avenue, London, W. I. 


Ricuarpson, Hitpa Mary, Clerk to Nutt & Horne, St. 
James’ Chambers, Derby. 


RINTOUL, ISoRBEL, Clerk to W. M. Sutherland, 28, Char- 
lotte Square, Edinburgh. 

RvssELL, JoHN CHARLES, Clerk to Collins, Tootell & Co., 
11, Queen Victoria Street, London, E.C.4. 


SHACKLETON, Max STANLEY, Clerk to Armitage & Norton, 
Station Street, Huddersfield. 


Suarp, Georce WILIA, Clerk to Beevers & Adgie, 26, 
Park Row, Leeds. 


Simpson, FREDERICK ALEXANDER, Clerk to McPherson, 
1 & House, 81, Cannon Street, London, 
C. 4. 


Surrn, HA ROT D Louis Portier, Clerk to P. D. Leake 
& Co., 25, Abchurch Lane, London, E. C. 4. 


Surrn, Jack Asnwonrn, Clerk to Parkinson, Mather & 
Co., 5, Clarence Street, Albert Square, Manchester. 


Surrn, JAMES LEONARD, Clerk to A. Turner Solomon, 
Investment Buildings, 67, Lord Street, Liverpool. 


Suvrn, Ropert Patrick Joskrn, Clerk to Purtill & Co., 
33-34, Anglesea Street, Dublin. 


Srap.es, LANCELOT, Clerk to Wykes & Co., 24, Friar Lane, 
Leicester. 


STEVENS, Henry WIIMOTr, H. M. Inspector of Taxes, 
Nottingham Ist District, Exchange Buildings, Cheap- 
side, Nottingham. 


TEMPLETON, RoBerT Suaw, Clerk to D. L. Sellers, 27 
Portland Street, Southampton. 


Towers, WILLIAM Mayne (William Towers, Naismith & 
Towers), 44, Brazennose Street, Manchester, Prac- 
tising Accountant. 


TUCKER, FRANCIS, 23-24, Queen Street, Exeter, Practising 
Accountant. 


WHITELEY, GEorRGE Firta, Clerk to E. V. Williamson 
& Co., Greek Street Chambers, Greek Street, Leeds. 


THE DUTIES AND RESPONSIBILITIES 
OF LIQUIDATORS. 


In the Chancery Division on July 16th, Mr. Justice 
Eve had before him a summons taken out by 
Mr. Robert Stanley Dalgleish, a creditor of the 
Blyth Shipbuilding and Dry Docks Company, Limited, 
in voluntary liquidation, by which he asked for a 
declaration that Mr. Harold Ancaster Edwards, 
Chartered Accountant, of Gibb Chambers, Westgate 
Road, Newcastle-on-Tyne, the liquidator of the 
company, had committed a breach of trust in 
that, as liquidator and without proper authority, 
he prosecuted an action in the name of the 
company to set aside an agreement for the sale of 
the company’s assets. The agreement was dated 
October 18th, 1926, and the action was dismissed 
by consent in January, 1929. The applicant also 
asked for an order that Mr. Edwards should pay 
to him for the benefit of the creditors the sum of 
£1,171 15s. 4d. costs which he (the liquidator) was 
alleged to have incurred. 


Mr. Edwards, in denying the allegations, pleade 1 
that before taking action he was advised by eminent 
Counsel that there was a prima facie, case for setting 
aside the agreement on the ground that it was invalid. 
Further, that he acted bona fide and tried to do his 
best for those concerned, and that he had no feeling 
of hostility towards the applicant or anyone else. 


After a good deal of affidavit evidence had been 
read, and reference had been made to the documents 
which were submitted to Counsel for their opinion 
as to whether there was a case to prosecute, negotia- 
tions for a settlement were concluded. 


The settlement was announced by Mr. Gavin 
Simonds, K.C., for the applicant, who said that they 
would take an order staying all proceedings on the 
summons on terms which his Lordship had seen in his 
private room, prefacing the order with the words that 
his Lordship was of the opinion that the terms were 
for the benefit of the creditors of the company. 


Mr. Justice Eve said he thought the terms were fair, 
and that on the whole he could say that they were 
for the benefit of the creditors. He added that he 
hoped the case would be a warning to liquidators in 
general that these matters were not to be dealt with 
without due consideration. Liquidators stood in the 
position of quasi-trustees for creditors and share- 
holders, and they had the greatest consideration 
shown to them. If they put the facts into a form 
which could be placed before the Court they would 
find themselves protected in every way if they acted 
under the direction of the Court. They ought not to 
be slow to avail themselves of the protection which 
the Court offered to them whenever they thought it 
necessary to ask for it. 


The Directors of the Midland Bank Limited have paid 
an interim dividend for the half-year ended June 30th last 
at the rate of 16 per cent. per annum, less income tax. 
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Some Problems affecting the 
Profession of Accountancy in England 


Summary of an Address delivered before the New 
York State Society of Certified Public Accountants by 


MR. THOMAS KEENS, F. S. A. A., 


Past President of the Society of Incorporated Accountants 
and Auditors. 


Mr. Krens said: When I was privileged by the 
invitation of Colonel H. Carter, your President, 
to attend the annual meeting of the New York State 
Society of Certified Public Accountants I spoke 
without notes, and it has been suggested that I 
might elaborate the address somewhat for your 
Journal. This I gladly do. 


The principal concern of all members of the 
profession in every country is the present severe 
depression in trade and industry. Although Great 
Britain has suffered from unemployment for upwards 
of ten years, it is only during the last two years that 
the number of unemployed has reached the peak figure 
of two and a half millions. This figure, admittedly, 
includes a certain proportion of those for whom the 
provisions of the Unemployment Acts were never 
intended to apply ; for instance, the woman worker 
who ceases to follow her employment voluntarily 
because of marriage, and the large number only 
partially employed who, by arrangement with their 
employers, work only three days out of six, and draw 
unemployment pay for the remainder of the week. 
When all necessary deductions have been made to 
arrive at a true index, the remainder is a figure that 
fills all thoughtful people with deep concern. 


According to Mr. J. M. Keynes, that outspoken 
and competent economist, British industry may be 
able to stand the burden of a million unemployed, 
and with some difficulty two millions, but the present 
number approaches the breaking point. 


A revival of trade throughout the world alone can 
bring a real solution of the problem. Then a large 
number would be absorbed and employed in industry 
on an economic basis. The remainder could be dealt 
with by special schemes, for which various proposals 
have been made, and the problem would be of manage- 
able proportions. 


Obviously, the depression in industry has affected 
the accountancy profession. The bodies of Chartered 
and Incorporated Accountants between them have 
15,000 members, and the number of entrants shows 
no sign of diminishing—rather the reverse. This is 
not remarkable. The process of rationalisation goes 
on, unitary production becomes larger, and the 
possibilities of men becoming principals in business 
are becoming less. Therefore, the professions become 
more attractive, since they offer opportunities for 
an independent livelihood, though not, indeed, com- 
parable with the glittering prizes of wealth which 
industry and finance award to the favoured few. 


The business of the accountancy profession bears a 
direct relation to the volume of trade and industry 
upon which our welfare depends. We are, therefore, 
much concerned for the future. 


The present high rate of direct taxation in Great 
Britain shows no signs of diminution, although in 
the opinion of competent observers the limit of 
taxable capacity has already been reached. It is 
poor consolation to the long-suffering taxpayer that 
direct taxation has brought some grist to the mill 
of the accountancy profession. 


The slump in the Stock Market of New York was 
followed with the greatest attention in London, and 
its repercussions have not been confined to America. 
Prior to the autumn of 1929 there was an orgy of 
speculation on the London Stock Exchange, though 
perhaps less intense than in New York. In England 
there was a reason for this which, I think, was not 
operating in America. Profits or losses on Stock 
Exchange transactions in England are regarded as 
capital gains or losses ; the gains are not subject to 
Income Tax, and the losses are not allowed. The 
taxpayer, therefore, having desired some additional 
income not subject to tax (and, of course, he or she 
always expected to avoid losses) found the temptation 
to speculation with such a high rate of tax 
tremendous. Opportunities for speculation were 
bound to be offered, and the story of the gap between 
promise and performance makes sorry reading. 


Mr. Henry Morgan, my successor in the office of 
President of the Society of Incorporated Accountants 
and Auditors, in his address at the Conference of the 
Society last year produced some startling figures 
which made a profound impression upon the City of 
London and the country. He said: An examination 
of the records of the new companies formed during 
the recent boom is very illuminating. Indeed, I must 
confess that when commencing my investigation to 
arrive at the figures which I am about to given, I 
did not anticipate that they would so completely 
illustrate the enormous extent to which the investing 
public has been exploited during the last few years. 
Taking the last six months of the year 1928, I find 
that the prospectuses of 58 companies formed for the 
purpose of establishing new businesses or developing 
new inventions or processes, were advertised in 
The Times. Their issued capital amounted to 
£15,117,000, and the estimated profits of 52 of the 
companies totalled £5,219,000. The prospectuses of 
the remaining six predicted substantial profits, but 
modestly refrained from stating any amounts. Accord- 
ing to the latest information I have been able to 
obtain concerning these 52 companies, 16 have not 
yet published their first accounts, and 14 of these are 
in liquidation. Of the remaining 36 companies, only 
5 earned profits which totalled less than £48,000 
as compared with the prospectus estimates of 
over £214,000. The remaining 31 companies whose 
accounts are available suffered losses aggregating 
£690,000 as compared with prospectus profits esti- 
mated at £3,178,000. Of the whole 58 companies 
only one has paid a dividend, and 27 are already in 
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liquidation, 14 under compulsory orders, in which 
connection the scathing comments of the Official 
Receiver are not without interest. Further, it would 


appear that at least 16 of the remaining companies 


are in serious difficulties owing to losses from divers 
causes, and, in nine cases, from the defaults of 
underwriters. 

It is difficult to arrive at any definite estimate of 
the present value of the shares of these 58 companies. 
There is little likelihood of more than nominal 
amounts being returned to the shareholders of those 
companies in liquidation, whilst the shares of such 
remaining companies are as no longer quoted on the 
Stock Exchange are of negligible value. The value 
of the shares of companies still quoted is less than 
£750,000 at the present market valuation, which in 
many cases is purely nominal. On this basis it would 
appear that some 95 per cent. of the capital of these 
58 companies has been lost, although this does not 
represent the total loss, since the shares in many of 
the companies were purchased by the public at 
substantial premiums.” 


Circumstances such as these—and doubtless they 
have their counterpart in other countries—have 
contributed to the present condition of affairs, pro- 
ducing almost abyssmal pessimism. It is, therefore, 
not too much to say that the bulk of sound securities, 
particularly industrials, are now considerably under- 
valued. 


The state of things to which I have referred raises 
again the important question of the proper control 
by shareholders over their own property. Under 
English Company Law, the auditor is appointed by 
the directors in the first instance, but must be elected 
by the shareholders thereafter, his function being to 
make a report on the balance sheet to the shareholders 
annually. The directors again are subject to election 
by the shareholders, and can be replaced as and 
when the shareholders desire. There is considerable 
discussion in England as to whether by these means 
the control exercised by the body of shareholders is 
really effective. 


Mr. Morgan also answered this question on the 
platform and in the public Press, on the following lines. 
Voting at annual general meetings is in the first case 
by show of hands, when every person present has one 
vote. The Articles generally provide that the declar- 
ation of the chairman that a particular resolution is 
carried or carried by the requisite majority or lost is 
final and conclusive. The minority has a right to 
demand a poll. Before the meeting, however, the 
directors usually send out a form of proxy. This 
proxy appoints each of three or more of the directors 
as alternatives, to vote for and in the name of the 
shareholder. In any large company the proportion 
of shareholders attending is necessarily small, and the 
proportion giving proxies in favour of the directors 
is usually large. On a poll being demanded, the 
proxies are put in and independent shareholders are 
usually defeated. 


How is this to be rectified ? Mr. Morgan suggests 
that the practice should be made analogous to that 


of bankruptcy. In bankruptcy proceedings, the 
creditor can give a general or a special proxy. If a 
general proxy is given, it can be used by the holder 
to vote upon any resolution submitted ; if the proxy 
be a special one, the holder appointed can only vote 
in the way specified. Thus the proxy given by a 
shareholder would indicate whether his vote was 
to be given for or against any particular resolution, 
and each shareholder’s vote would thereby become 
effective. 


Whatever the merits of this proposal—and there 
are many—the prospects of any amendment of the 
Companies Act are somewhat remote. The Act only 
came into force on November Ist, 1929, and no 
President of the Board of Trade and no Government 
could find the necessary time at present for a new Bill 
in Parliament. A further period of time is necessary 
to gain experience of the working of the Act, and to 
decide whether any further amendments are neces- 
sary. It has always been customary in matters of 
this description for the Government of the day to 
appoint a Committee, on which the accountancy 
profession is represented, and to introduce a Bill in 
accordance with the Committee’s recommendations. 


Some measure of independence is secured to 
auditors by the provision in the present Act that no 
person, other than the retiring auditor, shall be 
nominated unless fourteen days before the meeting 
notice to move the appointment of some other person 
shall have been given in writing by a shareholder. 
The notices of the meeting are usually sent out seven 
days before the meeting, and, therefore, the share- 
holders do have notice of an attempt to supersede 
the auditor. Theoretically this offers some protection 
for him, but in practice very little. In any case, it 
does not remedy the situation created by the present 
system of proxies, as the directors may desire to get. 
rid of an inconvenient auditor, and if provided by 
the shareholders with the necessary proxies they 
would not hesitate to use them on the resolution for 
the appointment of auditors. This question only 
arises infrequently, but it appears to me to be a 
question that must sooner or later occupy the atten- 
tion of Parliament. When Parliament does deal with 
the matter, as on all previous occasions the question 


will be considered from the point of view of protection 


for the investing public and the community, and 
not from that of the advantage or otherwise of the 
accountancy profession. 


In concluding I would like to convey to the 
President and members of the New York State 
Society of Certified Public Accountants the greetings 


of the Society of Incorporated Accountants and . 


Auditors, and to thank you for the kind reception 
you have given to me at this meeting. 


The Metropolitan College announces that Mr. R. Glynne 
Williams, A.C.A., Assistant Director of Accountancy 
Studies, will in future act as the Advisory Officer of the 
College at its City Office, 40-42, Queen Victoria Street, 
London, E.C.4, in place of Mr. J. Lancaster, F.C.A. 
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COMPANY REGISTRATIONS 


AT 


SOMERSET HOUSE. 


The following is a summary of the registrations from January Ist to June 30th, 1931, 
as compiled by Messrs. Jordan & Sons, Limited, Company Registration Agents, Chancery 


Lane, London, W.C. :— 


Public Companies.“ Private Companies. Totals. 
Number Number Number 
Regis- Capital. Regis- Capital. Regis- Capital. 
tered. tered. tered. 
£ £ £ 
Advertising bo i — — 68 131,124 68 131,124 
Banks * ‘on aa 10 1,796,300 40 731,851 50 2,528,151 
Boots and Shoes oe ee ee — — 33 135,710 33 135,710 
Bricks, Cement, &c. oe ee 4 162,200 63 282,300 67 444,500 
Builders ee os ae 50 1 5,000 212 771,438 213 776,438 
Carriers .. ° » oe oe — — 112 304,727 112 304,727 
Chemists 5 Pa O° 80 1 1,000 165 624,195 166 625,195 
Clothing .. N 5 oe ee — 437 1,781,854 437 1,781,854 
Clubs 50 * . oe 520 28 13,400 31 31,060 59 44,460 
Drink an “ 8 3 135,000 29 683,100 32 838,100 
Electricity, Gas and Water ous 14 7 1,200,700 169 376,500 176 1,577,200 
Engineers 5 os ae 6 311,000 178 658,061 184 969,061 
Farmers and Planters 8 93 2 80,000 53 390,300 55 470,300 
Food 95 se a oe a 5 21,100 333 1,216,725 338 1,237,825 
Furniture am 652 56 30 — — 143 556,455 143 556,455 
Glass and China a 8 2 113,422 37 116,550 39 229,972 
Hotels... * 90 oe es 1 65,000 53 315,275 54 380,275 
Insurance ae on os os 4 20,200 32 155,200 36 175,400 
Iron, Brass, &c. < ‘sn 90 1 7,000 152 661,808 153 668,808 
Jewellery * * a wa 1 150,000 31 102,250 32 252,250 
Kinemas * 3 oe 2 10,000 100 455,500 102 465,500 
Land and Houses 90 os 90 4 1,002,600 | 172 2,239,548 176 3,242,148 
Laundries os ea oe ad — 36 146,305 36 146,305 
Leather .. ats os * * — —— 42 268,500 42 268,500 
Merchants oe ae ne — 68 1,627,654 68 1,627,654 
Mines oe * 90 80 * 11 473,100 79 584,200 90 1,057,300 
Miscellaneous 5 0 a — — 107 203,200 107 203,200 
Moneylenders 8 9 dea 2 25,000 31 106,350 33 131,350 
Motors * “~ o< 8 2 — 246 624,809 248 624,809 
Music ‘ oe 1 N 1 — 37 162,600 38 162,600 
Newspapers . is oe . 1 — 32 110,800 33 110,800 
Nurserymen ee * 20 . — — 19 43,200 19 43,200 
Nursing .. ee ee ee oe 4 — 11 31,100 15 31,100 
Oil ee oe os ** 3 2,200 32 218,200 35 220,400 
Patents ee ° oe os — — 82 261,610 82 261,610 
Photography .. oe oe — — 28 41,550 28 41,550 
Publishers oa . ar 0 — — 51 220,750 51 220,750 
Railways. oa eee is sta 1 60,000 5 4,600 6 64,600 
Rubber .. ee 5 oi ° 4 376,000 16 296,800 20 672,800 
Schools ee ee ° 50 7 32,000 11 43,875 18 75,875 
Shipping 8 ‘ ‘ ie — a= 46 206,400 46 206,400 
Sports . 30 ie os we 10 29,350 89 199,790 99 229,140 
Stationers ‘ 80 oa 688 — —— 93 573,853 93 573,853 
Stocks and Finance 1 ce 94 4 152,100 42 189,103 46 341,203 
Textiles .. se * oe oe — oo 219 1,789,170 219 1,789,170 
Theatres .. 8 ee +s * 2 115,000 50 194,780 52 309,780 
Timber .. on oe ne 30 1 2,000 61 394,750 62 396,750 
Tobacco a“ oa ais * — == 26 83,400 26 83,400 
Totals (first half of 1931) 40 eu 135 6,380,672 4,202 21,348,880 4,337 27,729,552 
Corresponding figures in 1930 185 22,514,450 | 4,254 37,770,173 4,439 60,284,623 
1 


* In this column are included Companies Limited b 
without Share Capital, such Companies being technically 


Guarantee and “Associations Not for Profit 
blic however small the Membership may be. 
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Incorporated Accountants’ District 
Society of East Anglia. 


ANNUAL DINNER. 

The members of the Incorporated Accountants’ District 
Society of East Anglia entertained a distinguished com- 
pany at their first annual dinner at the Maid’s Head 
Hotel, Norwich, on July 24th. 

The Presipent (Mr. H. Harper Smith, J.P., F.S.A.A.) 
was supported by the Lord Mayor of Norwich (Miss Mabel 
Clarkson, C.B.E.), the Sheriff of. Norwich (Mr. B. B. 
Morgan), Mr. W. R. Smith, M.P. (Parliamentary Secretary 
to the Board of Trade), Mr. E. Cassleton Elliott, F.S.A.A. 
(Vice-President of the Society of Incorporated Accountants 
and Auditors), Mr. A. A. Garrett, M.A., B.Sc., F. C. I. S. 
(Secretary), Mr. H. P. Gowen, J.P., F.S.A.A. (Chairman 
of Norwich Publicity Association), His Honour Judge C. 
Herbert-Smith, Mr. Wansborough Jones (President, 
Norwich Incorporated Law Society), Mr. A. A. Emmett, 
Mr. G. B. Blunden (Senior Inspector of Taxes for 
Norwich), and Mr. E. T. A. Andrews (Inspector of 
Taxes, Norwich Third District). 

After the loyal toast had been honoured, 

Mr. H. P. Gowen proposed the City of Norwich.” 
He said there was no provincial city of the size of Norwich 
which sent its products so far afield, and they were 
appreciated wherever they went. There seemed to be 
something inherent in the artisan class of the city ; they 
seemed to be born for their job and they did it well. 
Referring to his association in civic work with the Lord 
Mayor—who was Sheriff during his own Lord Mayoralty— 
Mr. Gowen said her outstanding characteristic was a very 
high sense of duty and of serving others. (Hear, hear.) 
Of the Sheriff, Mr. Gowen remarked that there was some- 
thing wrong with a man who had no enemies, but he had 
not yet discovered what was wrong with their Sheriff. 
(Laughter and applause.) 


The Lorp Mayor, in responding, said that as chairman 
of the Publicity Association and in other capacities, Mr. 
Gowen never lost an opportunity of making known the 
attractions and claims of their city. She was quite 
certain that as one result of the publicity work of the last 
few years Norwich was no longer looked upon as an 
insignificant town tucked away in a corner of the map, 
difficult to get at and inhospitable to strangers, and was 
getting known as a favourite centre for visitors’ con- 
ferences and social functions. ‘* Yours,’ went on the 
Lord Mayor, is almost the last really prosperous pro- 
fession. (Laughter and applause.) Accountants very 
rarely complain—if they do it is for their clients rather 
than for themselves. Business may grow less and less 
and there may be less and less money to audit; private 
citizens may more and more be relieved of all the worries 
of an income by the exceeding thoughtfulness of the 
Chancellor of the Exchequer—(laughter)—but it makes no 
difference to you. I suppose the less money there is to 
audit the more need there is for your help to look after 
what is left. (Laughter.) Yours is a very awe-inspiring 
profession. On the City Council many schemes come 
before us, and they all go well and hopefully until we 
come up against the City Accountant with his hard figures 
and inexorable facts. There is nothing so damping to the 
visionary and the idealist and nothing harder to argue 
against than figures. In most voluntary societies, too, 
the hon. treasurer heaves a sigh of relief when he gets 
his accounts back safely passed by the auditor, but I 
would like to say how much we owe to your profession 


for the tremendous amount of voluntary work you do and 
the advice and help you give. Many of us amateur 
treasurers give a great deal of trouble, but I know from 
experience the kind and generous way you deal with us. 
Therefore quite probably you do earn and deserve your 
prosperity by acting as a check on public expenditure 
and as friends and helpers to so many voluntary societies. 
(Applause.) I do most heartily hope that your prosperity 
may continue so that none of us may scruple to come to 
you for help in any good cause or need that arises in our 
city.” (Laughter and applause.) 

The Sheriff also replied. 

Mr. WALTER Smiru, M.P., submitted The Society of 
Incorporated Accountants and Auditors.“ Confessing to 
some ignorance of the subject of his toast, he remarked 
that he was not even in the position of a certain member 
of the House of Lords who dreamed he was addressing 
that august assembly, and when he woke up found he was. 
(Laughter.) Accountants were mainly concerned with 
looking after the finances of those people who were over- 
burdened with that commodity, and also looking after 
business finance. Unfortunately in neither of these ways 
was he brought into contact with them. There was 
another service they rendered and that was in regard to 
income tax, which he appreciated because he was per- 
suaded their profession was very keenly interested that 
every penny due to the Chancellor of the Exchequer 
should be properly accounted for. Here again he did not 
come into contact with them because he was not allowed to 
pay income tax—he had it stopped. (Laughter.) Al- 
though he had pleaded a personal ignorance he was not 
entirely without information concerning them, thanks to 
their Secretary, Mr. Hayden. He was addressing a 
gathering that had escaped the result of the world de- 
pression, so that this was really a meeting at the festive 
board. In these difficult days some fell by the wayside, 
but if he understood the position aright, accountants 
were like Tennyson’s brook—they went on for ever. 
(Laughter.) Whatever might be put forward in terms of 
criticism of the profession, he was fully persuaded that 
accountants were making a real contribution towards the 
affairs of the country. They were living in different 
times from fifty years ago. Business was becoming more 
keen; the advance of organisation and the development 
of technology had put industry in a very different position. 
The establishment of method and order had made correct 
accounting a necessity in order that the business might 
be carried on in a successful fashion. (Hear, hear.) There 
was no branch of business that could afford to do without 
accounting. The speaker went on to say that this 
country was holding its own better than most, and in 
difficult times like these an absolutely essential condition 
of our well-being was that we should know and under- 
stand where we were. In that respect the accountancy 
profession was rendering very excellent service. Re- 
ferring to the information he was given concerning the 
training of Incorporated Accountants, Mr. Smith said he 
noted that they aimed at a clear conception of under- 
lying principles rather than detailed knowledge.“ How 
different from the politician, who was all on the surface! 
It was all to the good, therefore, that members of the 
profession should be taking their place in the public life 
of the country. Here in Norwich they had made a very 
fine contribution towards the public service of this city. 
(Hear, hear.) In public life we learn from you the 


difficulties of some of the things we set our hearts on, but 
we are gratified that we have your profession to fall back 
upon, to give us information and guidance and to correct 
the errors we are likely to make before we go wrong.” 
(Applause. ) 
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Mr. E. CassLxTrON ELLiorr, acknowledging the toast, 
said that Mr. Henry Morgan asked him to say how sorry 
he was that he could not attend this first annual dinner. 
He (the speaker) was proud to be a native of Norwich 
because he felt that he was just one of a happy family 
gathering. (Hear, hear.) 

“Our Parent Society,“ he went on, numbers over 
5,500 members. It grows but slowly because we are very 
careful as to the quality of the members we admit. The 
first thing they have to learn is the general principles 
underlying accountancy, and it takes some time to absorb 
them. When they have absorbed them and passed those 
examinations, which I am happy to say I passed some 
years ago, they are fit and able to practise as Incor- 
porated Accountants. That is a great qualification which 
we all lay great store by. Yet when our examinations are 
passed we feel that we have only commenced our studies 
because we are studying all the time. If any student 
fondly imagines he has finished his studies when his 
examinations are passed he has made a very great mistake. 
The Board of Trade brings out new Acts which we have to 
study, the Chancellor of the Exchequer brings out a new 
Finance Act every year, and in conjunction with our 
friends the Inspectors of Taxes they put new clauses into 
these Acts which nobody understands until they have been 
to the Law Courts. (Laughter.) I have said our friends 
because we are in a happy position—we hold the balance 
of power between the taxpayer and the Chancellor of the 
Exchequer. Generally, we hold that power very im- 
partially and very fairly. As a result we are alluded to 
as a prosperous profession. I am sorry in the presence 
of the Inspectors of Taxes so much stress has been laid 
on the prosperity of the accountants in this city. When 
your accounts are sent in, and they see the smallness of the 
amount, they will remember this dinner and they will 
examine them more closely than ever. (Laughter.) We 
are not so prosperous as you would think. Incorporated 
Accountants bear this in mind: we are like the doctors, 
when our clients are doing ill we do not neglect them. We 
consider the question of fee last of all. The first thing 
we consider is how we can help them, and if, having 
done that, there is anything left, we present our bill. 
We are friends and we try to help our clients ill or well. 
As you know business is bad—I am glad to hear it is not 
so bad here, but everywhere the depression is felt and 
accountancy fees are therefore low.” 

Referring to the voluntary capacities in which ac- 
countants serve, Mr. Elliott said their opportunities were 
many and they readily lent the help of the knowledge 
which they had gained at considerable cost. So far as 
publicity work and municipal work was concerned, in 
Norwich there had been two members of the profession to 
serve as Lord Mayors, and when the lady sitting opposite 
him (Miss Acock) was qualified for that position they 
might have another. (Hear, hear.) 

Referring to the formation of District Societies—this 
one in East Anglia came into being two years ago—he 
said that one of the features of these Societies was the 
student members. By being affiliated to the Society 
immediately they were articled they felt they were being 
looked after by the various members who had passed their 
examinations. If they stuck at their work during the 
whole period of their articles, they should not find the 
examinations impossible. Mr. Cassleton Elliott concluded 
with a few happy reminiscences of his early days in 
Norwich, and added the hope that it would not be the 
last time he would come to the city. (Applause.) 

Mr. A. A. Garrett, who also replied, mentioned that 
the Parent Society were concerned with the interests of 
Incorporated Accountants all over the World. 


Mr. A. A. Emmetr proposed The Incorporated 
Accountants’ District Society of East Anglia.” He 
twitted the Society on its long name, suggesting the title 
Eastern Accountants Inc.“ (Laughter.) Representing 
the banking profession, he felt like a wolf among lambs, 
or perhaps he should put it the other way round. “I 
started my own career,” he added, among accountants. 
Whether they thought I was fundamentally lazy or that 
I hadn’t the brain capable of evolving into a gymnastic 
statistician I don’t know, but my father was advised 
to put me into some other branch of business.” 
(Laughter.) In Norwich,” he concluded, “I have 
always found the members of your profession most 
helpful and reasonable.” 


The Prestpent thanked the members of the Council 
and the Committee and the Society for their support 
during the last two years. They were grateful to Mr. D. V. 
Hayden for all that he had done in the last two years as 
Secretary.. The President mentioned that he was now the 
oldest practitioner in the city, and jocularly added that the 
weight of his years was beginning to sit heavily upon him. 
(No, no.“) In a reference to the work of the District 
Society Mr. Harper Smith welcomed the presence of the 
first lady student, Miss Acock. (Applause.) 

Responding for The Guests, who were toasted by 
Major S. T. TunBripcE, F.S.A.A., Judge HERBERT-SMITH 
said he had the greatest admiration for accountants. 
They were experts of the highest degree. 

Mr. A. A. T. Andrews and Mr. G. B. Blunden also 
replied. 


Society of Incorporated Accountants 


and Auditors. 
South African (Eastern) Branch. 


ANNUAL MEETING. 


Ihe third annual general meeting of the South African 
(Eastern) Branch was held at Durban on May 22nd. 
Mr. Douglas Mackeurtan took the chair, and he was sup- 
ported by Mr. E. S. Crosoer, Mr. L. Hudson, Mr. N. E. O. 
Jones, Mr. H. E. Mattinson, Mr. G. E. Noyce, and Mr. 
W. R. Fraser (Honorary Secretary). 

Apologies for absence were received from Mr. W. J. 
O’Brien, Mr. T. C. Mitchell, Mr. Jas. Craib, Mr. A. E. 
Hurley, and Mr. F. J. Tayler. 


The balance sheet and revenue account were laid 
before the meeting, and the Honorary Secretary read the 
Auditor’s report. The report of the Committee had been 
previously circulated to the members. The adoption of 
the report and accounts was proposed by Mr. H. E. 
Mattinson, seconded by Mr. N. E. O. Jones and carried 
unanimously. 

Mr. H. O. Berend, Mr. T. C. Mitchell, and Mr. W. J. 
O’Brien, the retiring members of the Committee, were 
re-elected. 

On the motion of Mr. H. E. Mattinson, seconded by 
Mr. L. Hudson, it was unanimously resolved to donate 
the sum of £15 15s. to the Benevolent Fund of the Society 
in London. 

A vote of thanks was accorded to the Honorary Secre- 
tary for his work during the year and an honorarium was 
voted for his services. 
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The Committee also adopted a vote of thanks to Messrs. 
W. Murray Smith & Berend for the use of their board room 
for the annual meeting and Committee meetings. 

The Chairman intimated that the Honorary Secretary 
was shortly proceeding to Johannesburg to attend a 
conference of the three Secretaries of the Society in 
South Africa to discuss a number of matters in connection 
with the Society’s organisation in the Union. 

Extracts from Report. 
EXAMINATIONS. 

The usual examinations of the Society were held in 
Durban in May and November, and the entries and 
results are as follows: 


Sat. Passed. 
Preliminary ate 2 Nil 
Intermediate cae 5 
Final a 2a 7 3 


During the year under review the Committee raised the 
point regarding clerks who had passed the South African 
General Examining Board’s Examinations being allowed 
to sit for the Special Final Examination of this Society 
after six years’ service in the profession instead of nine 
as at present. The matter was still under consideration. 

MEMBERSHIP. 

The total number of members over whom the Committee 
has jurisdiction was 42 at December 31st, 1929. During 
the year two members have been transferred to the Com- 
mittee’s register from London; two new members have 
been elected, while one member has been transferred to 
the register of the Northern Committee and one other 
member has resigned, leaving a total membership as at 
December 31st, 1930, of 44, made up as follows :— 

Fellows ee ae . 20 
Associates ee 0 os B64 
Srupkxrs' Society. 

In the report presented to you at the last annual 
general meeting the Committee stated that it thought 
that the formation of a Students’ Society would be of 
great benefit, not only to students but to members them- 
selves. At the annual general meeting a resolution was 
passed that a Students’ Society should be formed, and, 
further, that meetings should take place once a quarter. 
It has not been found possible, however, to give effect to 
this resolution. 


Changes and Removals. 


Messrs. Farrer Atkinson & Lowe announce a change of 
address to Yorkshire Penny Bank Chambers, 7, Strick- 
landgate, Kendal. 


Mr. A. Percy Bardell, Incorporated Accountant, 
announces a change of address to 36, Paradise Street, 
Birmingham. 


Mr. F. T. Goodliff, F.S.A.A., has entered into partner- 
ship with Mr. H. L. George, A.S.A.A., A. C. A. They will 
practise at 5a, Castle Square, Brighton, under the style of 
Frank T. Goodliff & George, Incorporated Accountants. 


Mr. L. Gostyn, Incorporated Accountant, has com- 
menced public practice at 180, Evering Road, London, E.5. 


Mr. J. W. Hair, Incorporated Accountant, has entered 
into partnership with Mr. S. H. Brooks, Chartered 
Accountant. They will practise under the style of Brooks 
and Hair, at Bank Chambers, 33, Bedford Street, North 
Shields. 


Mr. D. G. Joshi, M.A., Incorporated Accountant, has 
been taken into partnership by the firm of M. K. Dandeker 
and Co., 8, Sankurama Chetty Street, Madras. 


Mr. John Martindale, Incorporated Accountant, has 
Commenced public practice at 257, Wakefield Road, 
Moldgreen, Huddersfield. 


Mr. Rufus Moorhouse, Incorporated Accountant, has 
commenced public practice at 19, Figtree Lane, Sheffield. 


Mr. D. N. Navder, Incorporated Accountant, has 
commenced public practice at Sohrab House, 235, Hornby 
Road, Fort, Bombay. 


Messrs. Spicer & Pegler, Chartered Accountants, have 
taken into partnership Mr. Adriaan Evan Spicer, A.C.A. 
The style of the firm will remain unchanged. 


The executors of the late Mr. H. E. Sweeting have made 
arrangements for the practice to be taken over by Mr. 
E. Ewart Pearce, Incorporated Accountant, who was 
associated with him for over 15 years, and has acted as 
his managing clerk for the past ten years. The practice 
will be continued at Charles Street Chambers, 4, Charles 
Street, Cardiff, under the style of Sweeting, Pearce & 
Co., Incorporated Accountants. 


Mr. William Towers, A.S.A.A., announces that he has 
taken into partnership Mr. H. J. Naismith, A.S.A.A., 
and Mr. W. M. Towers, A.S.A.A. The practice will 
be continued under the style of Wm. Towers, Naismith 
and Towers, Incorporated Accountants, at 44, Brazennose 
Street, Manchester, and Southport. 


Messrs. Wallis, Gluyas & Simpson, have removed their 
offices to Orchard Chambers, Orchard Street, Bristol. 


Mr. Edwin Woolley, Incorporated Accountant, has 
commenced public practice at 5, Edmund Street, 
Birmingham. 


District Societies of Incorporated 
Accountants. 


BIRMINGHAM. 

The annual meeting of the Incorporated Accountants’ 
Birmingham and District Society was held on July Ist, 
in the Library at 126, Colmore Row, Birmingham, the 
President, Mr. E. T. Kerr, occupying the chair. 

The following meetings were held during the year, and 
special mention must be made of the excellent mock 
meeting of shareholders arranged by the students :— 
** Amalgamation and Liquidation,” by Mr. G. Cameron 

Ollason, F.C.A. This lecture was by invitation of 
the Chartered Accountants’ Students’ Society. 

The examination papers were considered by the Students, 
with Mr. A. P. Bardell, Incorporated Accountant, 
in the chair. 

A general meeting of the Students was held to discuss 
changes in the constitution of the Students’ Section. 

Annual Profits and Gains,“ by Mr. P. Barnes, H.M. 
Inspector of Taxes. An interesting subject was 
dealt with very ably by Mr. Barnes. 

“Costing,” by Mr. W. H. Grainger, Incorporated 
Accountant. 

A mock meeting of shareholders was arranged by the 
students, and an extremely interesting and lively 
meeting was held. 
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A discussion on the Minimum Scope of Audit was held. 
Mr. T. H. Platts, F.S.A.A., opened the discussion, 
which was very well attended. 

“ Costing,” by Mr. A. H. Ripley. This lecture was by 
invitation of the Chartered Institute of Secretaries. 

“The Companies Act in Operation,“ by Mr. H. A. R. J. 
Wilson, F.C.A., F.S.A.A. The Birmingham Char- 
tered Accountants’ Students’ Society and the District 
Branch of the Chartered Institute of Secretaries were 
invited to this meeting. 

The following officers were elected: President, Mr. 
Ernest T. Kerr, F.S.A.A.; Vice-Presidents, Mr. J. W. 
Blackham, F.S.A.A., Mr. J. Bridgwater, F.S.A.A., Mr. J. 
R. Johnson, F.S.A.A., Mr. H. Harcourt, F.S.A.A., Mr. 
F. M. Hawnt, F.S.A.A., F.C.1.S., Lieut.-Colonel T. E. 
Lowe, O.B.E., J.P., F.S.A.A., Mr. T. H. Platts, F.S.A.A. ; 
Council, the President, the senior Vice-President, and 
officers, Mr. A. P. Bardell, A.S.A.A. (Birmingham), Mr. 
E. T. Brown, F.S.A.A. (Wolverhampton), Mr. D. E. 
Campbell, F.S.A.A. (Wolverhampton), Mr. G. Horton, 
A.S.A.A. (Birmingham), Mr. F. W. Picken, F.S.A.A. 
(Birmingham), Mr. C. N. Rowe, F.S.A.A. (Worcester), 
Mr. W. S. Turner, F.S.A.A. (Birmingham); Hon. Secre- 
tary, Mr. Percy G. Stembridge, F.S.A.A. ; Hon. Treasurer, 
Mr. W. L. Hand, A.S.A.A.; Hon. Auditor, Mr. W. A. 
Mumford, A.S.A.A. 

The new Standard Rules of District Societies were 
formally adopted, and it was resolved that the name 
of the Society now be designated Incorporated 
Accountants’ Birmingham and District Society” 
instead of The Birmingham and District Society 
of Incorporated Accountant and Auditors.” A vote of 
thanks was accorded the President for his valuable 
services during the past year to the Society. 


EAST ANGLIA. 
Report. 

The Committee have pleasure in presenting their report 
for the period May 14th, 1929, to March 31st, 1931. 

The District Society was formerly inaugurated at a 
meeting held at Norwich on June 4th, 1929. The meeting 
was attended by the Vice-President of the Parent Society, 
Mr. E. Cassleton Elliott, F.S.A.A., the Secretary, Mr. 
A. A. Garrett, M.A., B.Sc., and the Parliamentary Secre- 
tary, Mr. J. R. W. Alexander, M.A., LL.B. 

MEMBERSHIP. 

The area governed by the District Society comprises 
the counties Norfolk, Suffolk, and the Isle of Ely, the 
present membership being: 


Fellows. Associates. Total. 
In practice ee 12 18 30 
Not in practice 4 37 41 
16 55 71 
Students * „ „* „* „* „ „ „* 34 
105 
MEETINGS. 


The following lectures and meetings were held during 
the 1929-30 and 1930-31 sessions, the average attendance 
being 30 :— 

** Executorship Law,“ by Mr. W. H. Grainger, F.S.A.A. 

* Bankruptcy,” by Mr. C. B. L. Prior (Official Receiver). 

1926 and Subsequent Finance Acts,” by Mr. G. B. 
Blunden (H.M. Senior Inspector of Taxes, Norwich). 

Principles of Law,” by His Honour Judge Herbert- 
Smith, LL.D. 

New Companies Act,” by Mr. W. H. Grainger, F.S.A.A. 


Discussion, Income Tax Cases.” 


Some Notes on Shoe Manufacturers’ Costs,“ by Mr. W. 
Robinson, A.S.A.A. 

Deeds of Arrangement,” by Mr. C. A. Sales, LL.B., 
F. S. A. A. 

Co- Partnership and Profit Sharing,“ by Mr. P. II. 
Walker, F. S.A. A. 

Press Criticism of Prospectuses and Auditors’ Reports,“ 
by Mr. A. S. Wade, Financial Editor, Evening 
Standard. 

A complimentary luncheon was held in honour of the 
Lord Mayoralty of Mr. H. P. Gowen, J.P., F.S.A.A., at 
the Royal Hotel, Norwich, on June 4th, 1929, when a 
presentation was made by the President to the Lord Mayor 
on behalf of the members of the Society. 

A complimentary luncheon was held on July 21st, 1930, 
in honour of the Lord Mayoralty of the President, Mr. 
H. Harper Smith, J.P., F.S.A.A., who was presented 
with a piece of plate in commemoration of the honour 
conferred upon him. 

District Socrery CONFERENCES. 

Two Conferences of Representatives of the District 
Societies have been held in London during the period 
covered by this report, the first being attended by the 
President, and the second by the Hon. Secretary. Matters 
appertaining to regulations of the District Societies and 
others of professional interest were discussed. 

The Hon. Secretary is now from time to time advised 
by the Secretary of the Parent Society of various vacancies 
occurring for members of the Society, and he will be 
pleased to advise members of these vacancies at any time 
upon application. 

Your Committee desire to urge upon both the senior 
and student members the desirability of supporting the 
District Society in its various activities, and particularly 
by regular attendance at the meetings and lectures, which 
provide useful information for senior as well as for student 
members. 


NORTH STAFFORDSHIRE. 


ANNUAL MEETING. 

The annual meeting was held at the Grand Hotel, 
Hanley, on Monday, July 13th, when the President 
(Mr. Donald H. Bates) occupied the chair. 

There were also present: Mr. T. Thompson, Past 
President; Mr. J. Paterson Brodie, Hon. Secretary; 
Mr. R. W. Woodhead, Vice-President ; Mr. E. Downward ; 
Mr. C. A. Shaw; Mr. R. M. Chapman, Hon. Treasurer; 
Mr. M. P. Ferneyhough; Mr. T. W. Porter and Mr. 
S. H. Brueton. 

The annual report and accounts were submitted and 
approved, the President remarking that the District 
Society had had a very successful year’s working. 

The President extended congratulations to the various 
students who had been successful in passing the parent 
body’s recent examinations. 

The following were elected as Officers and Committee 
for the ensuing year: President, Mr. Donald H. Bates ; 
Vice-President, Mr. R. W. Woodhead ; Hon. Secretary, 
Mr. J. Paterson Brodie ; Hon. Auditor, Mr. J. T. Sand- 
land; Hon. Librarian, Mr. Andrew Brodie; Hon. 
Treasurer, Mr. R. M. Chapman; General Committee : 
Mr. E. Downward, Mr. R. S. Ralphs, Mr. M. P. Ferney- 
hough, Mr. F. E. Cheetham, Mr. A. Cropp Hawkins, 
Mr. W. H. C. Wayte, Mr. P. W. Rumble, Mr. S. H. Brueton, 
Mr. W. C. Coxon, Mr. C. A. Shaw. 

It was decided to hold the annual dinner of the Society 
early in December, if a convenient date could be found, 
suitable to the President of the Parent Society. 
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Report. 
The Committee has pleasure in submitting its annual 
report for the year ended March 31st, 1931. 
MEMBERSHIP. 
The membership of the Society as at March 2188. 1981, 


Fellows and Associates in practice o @ 
Associates not in practice ee . 28 
Students ee ee oe es — 4 
Total „* „* „ „* 94 

LEcTURES. 


During the session nine lectures were held, as follows: 
Economies,“ by Mr. E. Miles Taylor, F.S.A.A. 
„Banking,“ by Mr. A. W. B. Grimwade (President, N.S. 

Institute of Bankers). 
Pre-Examination Hints,” by Mr. E. Miles Taylor, 
F. S.A. A. 
Partnership Law,“ by Mr. W. H. Abberley. 
The Devolution and Administration of Estates, by 
Mr. H. C. Ellis. 
Executorship Law,“ by Mr. R. H. Moon. 
Bankruptey Law,” by Mr. C. J. Pyke (Official Receiver). 
Economies,“ by Mr. Lawton. 
Company Law,” by Mr. Leonard Jones. 


All the lectures have been well attended. 


ANNUAL DINNER. 

The annual dinner was held at Stoke-on-Trent on 
March 27th. The President, Mr. D. H. Bates, F.S.A.A., 
occupied the chair, and a large number of guests and 
members were present. 

The Secretary attended the Conference of the Parent 
Society held in Sheffield in September, 1930. The President 
attended the Annual Meeting in London in May, and 
he and the Secretary also attended a Conference of 
Representatives of District Societies on the following day. 

Five students were successful in the examinations of 
the Parent Society, a ee oe 
congratulations to them. 

LrBrary. 

An excellent library has now been installed, and is being 
largely used by members, especially members of the 
Students’ Section. Members are invited to make full use 
of the facilities offered by the installation of this Library. 

During the year the Society sustained the loss of one 
of the oldest members—Mr. T. W. Hayes, A.S.A.A. 

The Council of the Parent Society have approved a set 
of Model Rules for District Societies on the recommendation 
of the District Societies Committee. These will be submitted 
for approval and adoption by this Society. 

All Fellows and Associates of the Society of Incor- 
porated Accountants and Auditors within the area 
allocated to this District Society are ipso facto members 
of the District Society without payment of further 
subscription. 


NORTH-WEST LANCASHIRE. 
ANNUAL MEETING. 

The annual general meeting was held at Preston on 
June 30th. There were present: Mr. J. Fearnhead 
(President) in the chair, Mr. Hy. Briggs, Mr. N. Broadbent, 
Mr. J. Donaldson, Mr. W. A. Davies, Mr. J. H. Ward, 
Sine en ake ce ee On 
J. P. Duxbury, and Mr. J. Wareing, H hen a On 
the proposition of Mr. Davies, seconded 4 by Mr . Marsden, 
the accounts for the eight months ended March 2 


1981, were adopted. Mr. Broadbent proposed, and Mr. 


Donaldson seconded, that the Model Rules as printed and 


A discussion took place on the number of members to 
form the Committee, and eventually it was decided, on 
the proposition of Mr. Davies, seconded by Mr. 
that the number should be nine, exclusive of ex officio 
ee ee ee ee ee 
appointed. 

The five 2 members of the Committee, Mr. 
N. Broadbent, Mr. S. W. Clarke, Mr. J. Donaldson, 
Mr. H. Howarth and Mr. J. H. Ward, were re-clected 
Mr. William Coope, Mr. D. W. Wilkinson, Mr. J. P. 
Duxbury and Mr. W. H. Marsden were unanimously 
elected members of the Committee. Mr. A. S. Oldman 
was re-elected Hon. Auditor. 

The Secretary read the list of student members who 
were successful in the May examinations, and it was 
decided that a letter of congratulation be sent to 
each member. 

After some discussion it was resolved that the annual 
dinner be held at the Park Hotel, Preston, in the 
last week of November. The Committee were requested 
to consider a reduction in the cost, especially to student 
members. 

Mr. Broadbent suggested that membership of Chambers 
of Commerce, in addition to membership of the Preston 
Chamber, was desirable in the interests of members, and 
the matter was left in the hands of the Committee for 
their consideration. 

A unanimous vote of thanks was accorded to the Hon. 
Secretary and Treasurer for their services during the 
past eight months. Mr. Ward proposed that the best 
thanks of the meeting be accorded to Mr. Fearnhead for 
his continued interest in the welfare of the Society, and 
this also was carried unanimously. 


SHEFFIELD. 

The annual general meeting of the Sheffield and District 
Society of Incorporated Accountants was held on June 30th. 
Mr. Percy Toothill, F.S.A.A., occupied the chair, and there 
was a large attendance, including representatives from 
Chesterfield, Doncaster and Rotherham. 

The report and accounts for the period September 30th, 
1930, to March 31st, 1931, as submitted, were approved. 
The report has already been published in the July issue 
of the Incorporated Accountants’ Journal. 

The meeting adopted new rules and bye-laws in accord- 
ance with the model rules and regulations approved 2 
the Council of the Society for all Distriet Societies of 
Incorporated Accountants. 

The following were appointed officers of the Society 
for the ensuing year :—President, Mr. Leslie Lewis, 
F. S. A. A.; Vice-President, Mr. A. B. Griffiths, F. S.A. A.; 
Committee, Mr. C. A. Belbin, F. S. A. A., Mr. J. O. Claxton- 
A. S.A. A., Mr. H. Cunningham, A. S.A. A., Mr. J. H. Free, 
borough, J. P., F. S. AA., Mr. C. S. Garraway, AS.A.A.. 
Mr. C. E. Gray, AS.A.A., Mr. A. F. Girling, A.S.A.A, 
(Doncaster), Mr. E. H. Harrison, F.S.A.A., Mr. F. Smith 
A. S. A. A. (Rotherham), Mr. C. H. Wells, F.S.A.A. Mr. 
W. E. Moore, A. S.A. A., was appointed Hon. Auditor, and 
Mr. H. Gerald Toothill was appointed Hon. Librarian. 
Mr. J. W. Richardson, A.S.A.A., was re- appointed 
Hon. Secretary and Treasurer. 

Mr. Percy Toothill, F.S.A.A., was heartily thanked for 
the work he had done during the period in which he had 
occupied the Presidential Chair, particular reference being 
made to the successful manner in which he had carried 
out his duties in connection with the Conference of the 
Society held in Sheffield in September, 1930. 


Es III Ifir FYERRRATEE, SI. 


8 8 


FF FF 


er eS 


= : 
— 


X * „ S29 Err 8 S ' 


arar mr: . PS r err af K 


WK 


AucusT, 1981 


THE INCORPORATED ACCOUNTANTS’ JOURNAL. 


511 


= 


SOUTH WALES AND MONMOUTHSHIRE. 
(CanpirF AD Disrricr Srupents’ SECTION.) 


The annual outing of the Cardiff and District Students’ 
Section was held on July 8rd, when a visit was made to the 
establishment of the Bristol Aeroplane Company, Limited, 
for the purpose of viewing the and 
works. The party numbered 30 and included Mr. Tudor 
Davies, J.P., F.S.A.A., and Mrs. Davies, Mr. K. V. 
Stephens, A.S.A.A. (Chairman), Mr. E. V. C. Nicholls 

-Chairman), Mr. J. Alun Evans (Hon. Secretary), 
and the following members of the Committee :—Mr. E. 
Ewart Pearce, A.S.A.A., Mr. V. F. Alban, Mr. Noel Cliffe, 
Mr. J. T. Jones and Mr. K. S. Williams. 

The journey was made by steamer, and after lunch 
the party proceeded to the aeroplane establishment by 
charabanc. Two inspectors of the company (Mr. Blakey 
and Mr. Chin) conducted the party over the various 
departments, which included the following :—Machine 
shop (physical), inspection and laboratory, coppersmiths’, 
fitters’, sheet metal, metal construction detail and rolling 
mill, fabric covering, dope and painting, stove enamelling, 
erecting, propeller and wood mill. The showroom was also 
visited, where there was housed a rigged demonstration 
machine, half for flying and half stripped for inspection. 

Tea was served at the aeroplane establishment, and a 
hearty vote of thanks was accorded the management, the 
inspectors and the waitresses (proposed by the Chairman 
and seconded by Mr. Tudor Davies) for their kind 


hospitality. 

In the short time available after tea the head of the 
costing section was good enough to explain the various 
costing records and to demonstrate the method of working 
the Hollerith costing machine. 


YORKSHIRE. 
Syllabus of Lectures, 1931-32. 
The following lectures and meetings have been arranged 
for the coming session, to be held at the Hotel Metropole, 
King Street, Leeds, at 6.30 p. m., on the following dates 


1931. 

Sept. 2th. Duties and Liabilities of Auditors,” by 
Mr. W. H. Grainger, F.S.A.A. 

Oct. 138th. zun by Mr. Victor Walton, F. C. A. 
“ Anomalies’ in the Law affecting Insol- 
vencies, by Mr. David I. Sandelson, 
Solicitor. 

County Court Procedure,” by Mr. Walter 
Pullan, Registrar, County Court, Leeds. 
Estate Duties in Relation to Limited 

3 by Mr. Stanley A. Spofforth, 


“Company Law with special reference to 
Accountants,” by Mr. C. Allison Sales, 
F.S.A.A., LL.B. (Lond.). 

“ Bankruptcy Law,“, by Mr. John H. 
Bromley, Solicitor. 

“Income Tax,” by Mr. Ronald Staples 
(Editor of Taxation). 

“ British Trade Situation,” by Prof. J. H. 
Richardson (Montague Burton Chair of 
Industrial Relations), The University, 
Leeds. 

Joint Meeting with the Chartered Institute 
of Secretaries (West Yorkshire Branch), 
re Limited Companies, at 7 p.m. 

The Candidate’s View of Economies,“ 
Mr. Arnold N. Shimmin, M.A. (Economics 


Society of Incorporated Accountants 
and Auditors. 


EXAMINATION RESULTS IN SOUTH AFRICA, 
May, 19381. 


Final. 
Alphabetical Order. 
ABRAHAMS, REUBEN, Winton’s Chambers, West Street, 
Durban, Accountant. 
BowsHER, LAURENCE „Clerk to E. R. S & Co., 
own. 
B. Com., Clerk to P. Milne 


Corner of Burg and Wale Streets, Cape 
Dzlnnwon, Joun SETON, 

Duncan, St. George’s House, St. George’s Street, 
Cape Town. 


FREEMAN, CHARLES NOEL, Clerk to G. 


Pratt & Mockford, 4/8, Trust Buildings, Fox 
Johannesburg. 

Law, WILIA ARCHIBALD, Clerk to E. S. Crosoer (George 
Mackeurtan, Son & Crosoer), Old Well Court, 376, 
Smith Street, Durban. 

MacponaLp, Axdus Poworren, Clerk to 4 A. Stott 
(Deloitte, Plender, Griffiths, Annan & Co.), 201, 
Consolidated B Fox Street, Jo 

Norra, Cola Georce, C erk to G. E. Noyce (W. Murray 
Smith & — 878-380, Smith Street, Durban. 

Pumir, Epwarp Rosert, B Com., Clerk to F. Anton 

Buildings, Market Square, Port 


Surrn, Freperick Murray, Clerk to A. 8. Hooper 
(Deloitte, Plender, Griffiths, Annan & Co.), Norwich 
Union Buildings, St. George’s Street, * Town. 

i Charice Hewitt & Tvollip), 6 %, Sauer Sauers Buildings, 
( e ip), 55/60, 

Loveday Street, Jo 

Wetsn, Roserr Goran, Clerk to James Douglas 
(Douglas Mackelvie & Co.), Sun Building, Corner of 
St. George’s and Lo et Streets, yy 

Wiec, Cyrm CHARLES, rk to Pulbrook & Wright, 
‘Manica Chambers, Manica Road, Salisbury. 

wer OswaLp Henry, Clerk to W. R. Fraser 

Mackeurtan, Son & Crosoer), Old Well Court, 
mith Street, Durban. 
ait Candidates failed to satisfy the Examiners.) 


Harry, Clerk to K. White (Alex. Thal, White & 
Co.), United Buildings, 53-55, St. George’s Street, 
Cape Town. (Bracketed Fifth Place Certificate.) 

Alphabetical Order. 

Barciay, Henry Georeoe, Clerk to F. J. r 
é& Thresher), Barclays Bank Buildings, St. Andrew’s 
Street, Bloemfontein. 
. Royal Exchange Buildings, —_— 

Ex 
Cuariton, ANGus LESLIE, rk to Deloitte, Plender, 
Griffiths, Annan & Co., 201, Consolidated Building, 
Fox Street, J 
Forses, 'Lestre WILLIAM, 
73-75, National Bank 
Johannesburg. 
Ga.iacuer, Noe. Bruce, Clerk to G. E. D. 
Corner of Burg and W. 


Cuantes, Clerk to A. D. 
(Douglas Low & Co.), North “British 
Commissioner Street, Johannes 


lerk to S. C. Carruthers, 
Buildings, Simmonds Street, 


(K. R. 
Streets, 


ngs, 


burg. 
by Lams, Francis Bonnar Wiso, Clerk to R. E. Garwood 


(Dougall, Lance & Hewitt), 10, Standard Bank 


Department), The University, Leeds. 


Chambers, Johannesburg. 


— DDr = 
| Hadfield (Douglas 
Low & Co.), 32, Fletchers Chambers, ——— 
Street, Cape Town. 
| JACKSON, Currrorp Coutton, Clerk to J. Fle Orr, 
rs 
n 
d 
* 
Elizabeth. 
RAMSDEN, CLEMENT Dates, Clerk to S. C. Carruthers, 
73/5, National Bank Buildings, Simmonds Street, 
Johannesburg. 
Intermediate. 
Order of Merit. 
Feb, 2nd. | 
Feb. 16th. 
Mar, Ist. 
Mar. 1 Cape Town. 
Buildi a 
Mar, 29th. 
Pr 
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Locse, Greorce Ceci, Clerk to J. D. M. P 


Lance & Hewitt), 257, Pretorius Street, ria. 


MarsHaLL, WILIAX Rosert, Clerk to A. D. Hodgson | Edin 


(Douglas Low & Co.), North British Buildings, 
Commissioner Street, Jo! 1 

Ocitvre, Cola Gorpon, Clerk to H. P. Webber (Goldby, 
Panchaud & Webber), Beresford House, Main Street, 
Johannesburg. 

OtpHaM, NorMANn Benson, Clerk to J. D. Cunningham 
Sage of eaeeenp Son & Crosoer), Old Well Court, 
876, ith Street, Durban. 


treet, 
Rope, Humar, B. Com., Clerk to Sir Harry Hands (Hands | factory 


Town. 


& Shore), 106, St. George’s Street, Ca 
E. Garwood 


„ Jon Francis, Clerk to 


burg. 

Sumner, Francis Joun, Clerk to N. A. Stott (Deloitte, 
Plender, Griffiths, Annan & Co.), 201, Consolidated 
Building, Fox Street, Johannes 1 

Tolar, IVon WILIAX Raynes, to L. P. Kent 
(Palmer & Kent), Transvaal Goldfields Building, 
6, Fraser Street, Johannesburg. 

Wa txer, James Sampson, Clerk to R. A. H. Palmer, 53, 
Permanent Buildings, Harrison Street, Johannesburg. 

Wann, Norman Lovet, Clerk to F. J. Beaton (Salis- 
bury, Beaton & Raynham), 9 and 11, Christian 
Street, Kimberley. 

Wrixis, Jon Setwyn Kinos ey, Clerk to Francis Dix 
(= . Co.), 35/39, Winchester House, 

veday Street, Johannesburg. 
(14 Candidates failed to satisfy the Examiners.) 


Preliminary. 
Symonp, Joun Hucues, 127, Ampthill Avenue, Benoni, 
Transvaal. 
Wurrx, Sypney Howarp, 286, Manning Road, Durban. 


Scottish Notes. 


(FROM OUR CORRESPONDENT.) 
The W. D. Hall Prize. 


This has been awarded by the Scottish 
to Mr. Edwin H. Harris, Glasgow, who took fourth place 
in the May Final examination. 


Mr. * Cunnison, yar yey — hag aye me 
Glasgow University, dealt pro- 
vision of social service by the State. Fie showed that the 


of tax and ratepayers amounting to 
about 10 per cent., and an addition, either in form of 


reference to the problem of grants from the National 
Exchequer. — 


Investment Research. 
corresponding 


Com- 


Seottish Faculty 
the of 


Investment 
shares with committee 


The 
mittee 


Institute of Actuaries the responsibility for the 
Edinborgh the a 1 7 ** held in 

recently a paper was A. C. Murray, 
F. F. A., secretary of the Scottish Equitable Mutual Lik 
Assurance Society, on the “ Actuaries’ Investment 
Index.” Mr. Murray explained what an index number 
is, and, in view of extension of investment 


For example, the group of insurance shares, it was satis- 

to observe, was amongst the very few ordinary 

— — . tepmmetpabenetey a 

10 per cent. over past two years. some groups the 
the period t. 


pect of the period from April — 
to May 16th, 1929, the date of the death of Mrs. Henderson. 
The Commissioners sustained the and the question 
in law for the Division was the executors were 


Hite 
. 15 
f 
: 
171 
2 = 
5 
A in, err, 


10 

4 

ö 
17 
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claim could competently extend to so much of the interest 
actually received by executors after her death as 
(on the principle of the apportionment of accruing 


QQ | 2 


2 , é——ẽ'.. 
2200006 ſꝗãõ w ã õTã ͤ ͤ Ä ͤ wc 
— ili — 
the necessity for a comprehensive scheme of such indices 
relating to Stock Exchange securities. The Actuaries’ 
Investment Index divided investments into no less than C 
83 groups, each of which was separately emphasised. 
ParRKER, GEORGE METHUEN, Clerk to H. Greenwood, | These provided a price index number or a yield average. 
(Dougall, Lance & Hewitt), 10, Standard Bank 
4 An Income Tax Repayment Question. 

The First Division of the Court of Session recently gave 
judgment in an Exchequer case in which the Commis- 
sioners brought under review a decision of the Com- 
per martng | the General — — oo Income Tax 
Acts for Brechin District —— an ap the 
executors of Mrs. Elizabeth Ross — —— 
of Briarholme, Johnshaven, against the disallowance of 

= ~S 

‘ Cost of Social Services. Profess 
The Local Government Officers’ Summer School was bod 
held last month at St. Andrews. Several Incorporated Me 
Accountants, including Mr. J. D. Imrie, F.S.A.A., City Obitua: 
Tri 
A 
interest) corresponded to the number of days between Industri 
the date when she actually received the last payment of | Expens 
ee Fe * — es | interest and the date of ber death. If that question was | Nationa 
Dee aten f the fall in the eae foro | related back to Rule 1 of the Miscellaneous Rules apple. | Bankr 
of population and the fall in the value of money | able to Schedule D, it was seen that the point was whether | Finance 
r Mrs. Henderson could be said to have been “the person | Reviews 
expenditure, which was equivalent to about 3 per cent. receiving or entitled to” this rtioned part of the | Changes 
of the national income in 1911, was now equivalent to interest within the meaning of the rule. His Lordship | Mwy, 
E R.per cont. did not think she could be so described. Mrs. Henderson | "mat 
The provision of these services involved a deduction did not in fact receive any part of the current term's 1 
interest, and did not in fact live to become entitled to it. I L N. 
money or of goods and service, to the real incomes of the * st 2 2 yee — og — 1 A — 

e eee repayment of — — as unheard of, under the Income 

4 Tax Acts, that the income tax pa in returning 

"The bearing of this provision on the financial com- Irrer 

mitments of local authorities was discussed, with special to include an apportionment of interests current, but still 
iii ̃ rr tt: 
a person’s annual income from money out at interest the 
. pve Baan “Te — thought the eal t — 
during year. LO t entrus 
— the case should be answered in the negative. The other a Nat 
) the | Judges concurred. of me 


